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Your wife’s eyes: What will you 
read in hers when she asks whether 
you can afford that modest cottage 
that’s for sale? 


Your boy’s eyes: What will you 
see in his eyes the day he asks 
whether you can afford to send 
him to college? 


Your own eyes: What will the 
mirror tell you about them when 
it’s time to retire, and talze things 
easier? 











There’s no better time than right now to sit 
back and think what you will see in your 
family’s eyes a few years from now. 


Whether they glow with happiness or turn 
aside with disappointment depends, to a very 
large extent, upon what you do now. 

So plan now for that home you plan to buy 
eventually . . . set aside money now for his col- 
lege education... plan now for the day you 
can retire. 

Decide now to put part of your salary week 
after week, year after year in U.S. Savings Bonds, 


so that you will have the money for the impor- 
tant things you and your family want. 


Insure your future by signing up on the Payroll 
Savings Plan where you work, or the Bond-A- 
Month Plan where you have a checking account. 
Chances are you won’t miss the money now, but 
you certainly will a few short years from now if 
you haven’t got it!! 


P.S. Remember, too, that every $3 you invest 
now in U.S. Savings Bonds returns $4 to you in 
just ten short years. 


Automatic Stung iy Sunt, Sowing — US.SAVINGS BONDS 


A ” Contributed by this magazine in co-operation with the Magazine 
I 4: Publishers of America as a public service. 
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Beneficial 
industrial Loan 


Corporation 
DIVIDEND NOTICE 


The Board of Directors of Bene- 
ficial Industrial Loan Corpora- 
tion has declared an additional 
stock dividend of 214%, at the 
rate of two and one-half (2/4%) 
shares of Common Stock for 


each one hundred (100) shares 
held, payable in Common Stock 
on December 30, 1949 to Common 
Stockholders of record December 
21, 1949. Bearer scrip will be 
issued in lieu of fractional shares. 
The dividend will not be payable 
on the Common Stock distribu- 
table on December 30, 1949 in 
respect of the 10% stock dividend 
recently declared. 
PHILIP KaPINAS 
Treasurer 
December 16, 1949 














PACIFIC GAS AND ELECTRIC CO. 


DIVIDEND NOTICE 


Common Stock Dividend No. 136 


The Board of Directors on Dec. 14, 
1949, declared a cash dividend for the 
iarter of the year of 50 cents 
per share upon the Company's Com- 
mon Capital Stock. This dividend will 
be paid by check on Jan. 16, 1950, to 
common stockholders of record at the 
close of business on Dec. 30, 1949. 
The Transfer Books will not be closed. 





E. J. Becxett, Treasurer 


San Francisco, California 























New York, N. Y. 
December 21, 1949. 


Philip Morris & Co. Lid. tne. 


The regular quarterly dividend of 
$1.00 per share on the Cumulative Pre- 
ferred Stock. 4’7 Series has been de- 
clared payable February 1, 1950 to 
holders of record at the close of busi- 
ness on January 20. 1950. 

There has also been declared the 
quarterly dividend of 50¢ per share on 
the Common Stock ($5 Par), payable 
January 15. 1950 to holders of Common 
Stock of record at the close of business 
on January 4. 1950. 

Pursuant to a resolution adopted at 
the Stockholders’ Meeting held on July 
10. 1945. no Certificate representing a 
share or shares of Common Stock of 
the par value of $10 each is recognized, 
for any purpose, until surrendered. and 
a Certificate or Certificates for new 
Common Stock of the par value of $5 
each shall have been issued therefor. 
Holders of Certificates for shares of 
Common Stock of the par value of $10 
each are, therefore. urged to exchange 
such Certificates. for Certificates for 
new Common Stock of the par va‘ue of 
$5 per share. on the basis of two shares 
of new Common Stock $5 par value, 
for each share of Common Stock of the 
par value of $10. 

L. G. HANSON. Treasurer. 








DECEMBER 31, 1949 






























































THE MAGAZINE OF WALL STREET 


C. G. Wyckorr, Editor-Publisher 


Over 41° 


1907 


* 


4 
. 


Economics =? 
Foreign Affairs;/ «1 


The Trend 


THE STEEL PRICE INCREASE... There is a good deal of 
conjecture in business circles whether U.S. Steel Cor- 
poration guessed right in raising steel prices at this 
juncture, regardless of the cost increases entailed in 
the pension agreement with the steel workers union. 
The move, in the meantime followed by several other 
steel producers, is generally regarded as an expres- 
sion of the industry’s belief that steel demand can be 
expected to remain at high levels for at least some 
months, and that the industry is rather confident of 
an early return to former competitive practices such 
as limited freight absorption. 

Regardless of what one may think of the justifi- 
cation for the price rise, it strikes us as premature— 
to say the least—to denounce this action summarily 
as an expression of ‘ ‘social irresponsibility,” or to con- 
demn it arbitrarily as “unwarranted, inflationary and 
harmful to free enterprise” as was done by Represen- 

tative Celler and Senator O’Mahony, respectively. 
Senator O’Mahony in stating that he will i investigate 
the price move, will have a real opportunity, at the 
same time, to perform an autopsy on the coal and steel 
strikes and its consequences, and above all on the 
question just who exercised power irresponsibly! 


E. A. Krauss, Managing Editor 
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of Events 


ent artificially high post-strike demand is not likely 
to last very long. Competition and demand and sup- 
ply, in short, will take care of steel prices much more 
effectively than congressional inv estigations. It is one 
reason why we believe that the steel price hike hardly 
portends a new inflationary round, or will spill over 
importantly into other fields. 


MARSHALL PLAN EVOLUTION ... Recent suggestions 
in some congressional quarters for gradual liquida- 
tion of the Marshall Plan and substitution instead of 
U. S. Government loans to private European enter- 
prises was hardly taken seriously by many, if only 
because such a plan were bound to meet strong ob- 
jections from Europe’s sovereign states. As far as 
we are concerned, at stake would have been the dan- 
ger of losing, in the interest of a new economic plan, 
the political and military solidarity which our Govern- 
ment and those of Western Europe are now in process 
of developing. That solidarity, so badly needed, might 
readily have been lost in the shuffle. 

There is no practical possibility of our attempting 
to liquidate the Marshall Plan but this doesn’t mean 
that the Plan is not subject to evolution. In fact 





As to the price rise itself, 
the basic economic issue is not 
so much whether the boost was 
“justified” from a cost stand- 
point but whether competition 
can be relied upon to bring 
steel prices down to a level jus- 
tified by supply and demand. 
This we think will happen, and 
perhaps sooner than many 
think. Competition in the steel 
industry is keen and the pres- 
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We recommend to the attention of ow 
readers the analytical discussion of busr 
ness trends contained in our column 
“What’s Ahead for Business?” 
vegular feature represents a valuable 
supplement to Mr. A. T. Miller’s stock 
market analysis of importance to in 
vestors as well as to business men. To 


there is every prospect of its 
being restyled for the next two 
years, with both a “new look” 
and certain functional im- 
provements. This becomes 
clear from the trend of the con- 
versations currently going on 
in Washington and in Western 
Europe. 

Agreement is far from com- 
plete as to details, but revis- 
ions in three directions seem 
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certain. First, there is likely to be areplacement of the 
Intra-European Payments Plan now in effect by a 
broader plan which would facilitate trade clearing 
and currency convertibility. Second, there will be a 
sharp reduction of restrictive quotas in intra-Euro- 
pean trade. Third, the O.E.E.C. will probably be trans- 
formed from a weak advisory body into one with 
power at least sufficient to enforce cooperation among 
Marshall Plan countries in the programming of major 
new investments. 

The new clearing plan as mentioned under point 
one would actually mean creation of another inter- 
national bank in an effort to cut the hard-tied knot 
of European currency convertibility. It would provide 
a pool of European currencies, gold and dollars, from 
which credits would be made available to countries 
with payments deficits, with the U. S. supplying per- 
haps $125 million of starting capital from Marshall 
Plan funds. 

There is much to be said for such a scheme, al- 
though the actual cure for Europe lies in getting at the 
causes of the malady rather than treating the symp- 
toms. It has been pointed out endlessly that balanced 
budgets are necessary to bring inflation under con- 
trol, after which the trade and exchange controls and 
barriers might be diminished and finally eliminated 
through restoration of the natural functioning of the 
price system. 

Apparently Europe is not yet ready for this basic, 
and most effective approach. This being so, neither 
the new payments scheme nor the elimination of 
quotas can assure Europe’s recovery by 1952 as en- 
visaged under the original Marshall Plan concept. 
What we can hope is that as a result of new and ef- 
fective cooperation in the three revisions discussed, 
progress along other lines will at least become easier. 


OUR CONFUSED TRANSPORT POLICY .. . Secretary of 
Commerce Charles Sawyer recently called for rectifi- 
cation of a situation that has long been subject to 
cynical comment in interested quarters. He admitted 
that the Government, through agencies which do not 
consult with each other, is spending close to one bil- 
lion dollars annually to promote competing transport 
systems. In some cases, he cited, Federal subsidies 
to one travel medium, the airlines, are for instance 
helping to force another medium, the railroads, into 
the red. Frequently the agencies which regulate com- 
mon carriers—the Interstate Commerce Commission 
for trucks and trains, the Civil Aeronautics Board for 
airlines, and the Maritime Commission for ships— 
work at cross purposes with the result that shippers 
and travelers do not always get the best possible ser- 
vice at the lowest possible cost. Either the taxpayers 
or the consumers (usually they are identical, thus 
doubly penalized) foot the extra bill and some of the 
subsidized services are none to happy about condi- 
tions either. 

What is badly needed is an overhauling and coordi- 
nation of transport policy, long overdue, though it will 
be a complex job, to be sure. Some think that co- 
ordination in view of the many complexities is well 
nigh impossible, but we doubt it; though we agree 
that there will be certain limitations. And it isn’t 
something than can be achieved overnight; it will take 
time and will have to be undertaken on a limited and 
gradual basis. But undertaken it should. 

It might be a good idea to set up an intra-agency 





organization free of control or influence by any of the 
existing agencies to conduct intensive research into 
the subject and suggest means by which coordina- 
tion can be brought about without disrupting too 
greatly the existing transport pattern, and without 
losing sight of the principles of fair regulation and 
free enterprise. 

The ultimate goal might be a single top agency 
which should seek a rationalized transport system in 
which all carriers—air, sea, highway, waterways and 
pipelines—are put on an equal footing with their com- 
petitors. But by all means there is need for action. 
Our airline subsidies, for instance, have already had 
a definite bearing on American passenger liner ser- 
vices (in overseas travel) and upon the financial rev- 
enues of the railroads. 


REFUNDING PROBLEMS... As we enter the vital 1950s, 
it is appropriate to remember that in the first half 
of the next decade, the Treasury will have to meet one 
of its most serious debt management problems. It will 
have to pay off or refund the bulk of its $56.7 billion 
outstanding savings bonds. This is more than one-fifth 
of the entire national debt and it may require delicate 
handling. Estimates of the number of holders have 
ranged up to 80 million persons. 

Savings bonds were introduced in 1935. Up to now, 
handling the maturities has not been much of a prob- 
lem, for sales of new savings bonds have supplied, 
except in occasional months, more than enough cash 
to meet such requirements. This may also be the case 
next year, even though more than $1 billion actual ma- 
turities must be met, along with the usual heavy pre- 
maturity demands. A steep rise occurs therafter, run- 
to more than $6 billion of Series E bonds falling due 
in 1954. Large sums in Series F and G bonds will also 
have to be met in the mid-1950s. 

Secretary of the Treasury Snyder recently indi- 
cated that he has the problem in mind without being 
greatly alarmed about it, though apparently no de- 
cision has been reached as yet on whether a new pro- 
gram will be initiated to stimulate reinvestment in 
similar obligations. 

Being demand obligations, savings bonds have made 
many financial experts somewhat nervous, owing to 
the possible impact upon the entire economy of a rush 
for cashing them. No such rush ever developed, and 
existing holdings have settled in a rather stable pat- 
tern, it would seem. But in the event of any serious 
economic downturn, things might change. Hence the 
importance of the state of the business cycle, of our 
general economy, during the years of heavy maturi- 
ties should not be underestimated. Easy refunding 
of billions of maturities is one thing, that is reinvest- 
ment by present holders in similar obligations. But a 
rush to demand cash with a resultant need to mone- 
tize this part of the debt would be something quite 
different and less pleasant to contemplate. 

The largest Treasury payment requirement on all 
series does not exceed $9 billion in any one year, but 
that is a big enough sum to call for formulation of a 
policy far in advance, especially since the problem will 
be a continuing one. Wrong decisions might have a 
heavy impact not only on monetary policy but on the 
economy as a whole, depending on its state and vigor 
at the time. It is not too early, therefore, to plan 
ahead, particularly since the problem of lengthening 
out the debt as a whole begins to become pressing. 
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BY ROBERT GUISE 


PATTERN FOR PUPPETS 


~ 

"Fue stepped up Stalin-Tito struggle, fought 
not only in the field of propaganda and intrigue but 
also in various Eastern European court rooms, is 
eloquent testimony of the Kremlin’s fear of the 
spread of Titoism and what it might do to Russian 
prestige. That prestige, it can be said, has shown 
cracks ever since Tito rejected the role of a puppet 
and set a pattern for others to follow. That was his 
crime, 

Recurrent purges 
in the satellite states 
and the recent eli- 
mination of Kostov 
in Bulgaria are 
meant to be sharp 
lessons to wavering 
stooges and ‘“unre- 
reliable elements” 
in local communist 
ranks. They are 
meant to prove that 
Russia will do 
everything to crush 
such “rebellions” 
with iron force, but 
while they may in- 
timidate or tempor- 
arily eradicate such 
movements, it is dif- 
ficult to believe that 
these can be perma- 
nently supressed. 

Totoism may be 
heresy in the eyes of 
the Cominform but 
it is bound to appeal 
to local communist 
leaders who are get- 
ting tired, or 
ashamed, of selling 
out their countries 
to the Kremlin. 
Until a year ago, Russia succeeded in selling the 
world’s communists on the idea that to be commun- 
ists, they must obey Russian orders. Tito, still a com- 
munist, refused to take orders from Moscow, denied 
Russia’s right to a monoply on communism, a blow 
that should not be underestimated. And by helping 
Tito, the western powers are now seeking to rob 
Russia of its strongest weapon—complete control of 
world communism. 

By divorcing communism from Russian leadership, 
Tito has initiated a new trend which holds at least 
promise of peaceful settlement of the world’s ideo- 
logical and other differences, and if it can survive, 
is bound to undermine Russia’s world imperialistic 
aims. Communists everywhere, still obeying Mos- 
cow’s orders, are watching the Tito-Stalin feud 
closely. Many doubtless agree with Tito that com- 
munism works better if each country is free to apply 
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it to itself rather than to suit Russian policies. 

Despite the Cominform’s terrorism, this new trend 
is apt to grow. In fact it is growing and Tito rubbed 
it in the other day when he declared in a bitter anti- 
Russian speech that millions of workers of the world 
see today the danger of the hegemonistic policy of 
the Soviet Union. We see its growth reflected in 
mounting political unrest in Czechoslovakia and Rus- 
sian counter-moves to weed out the “unreliables.” 
We see it reflected in 
Soviet moves to 
tighten their stran- 
glehold on Poland, 
with the Polish Army 
now under Russian 
command. We _ see 
it in the bloody 
purges in which 
“rebels” or men of 
“western tenden- 
cies” in Hungary, 
Bulgaria and else- 
where are removed 
from the scene after 
farcical trials. 

In spite of this, 
and perhaps because 
of such ruthless and 
inhuman actions on 
the part of their 
communist tormen- 
tors and oppressors, 
the “pattern for 
puppets” is bound 
to be increasingly 
imitated. Even to 
communistsit 
makes no sense why 
local parties should 
follow every shift of 
policy dictated by 
Moscow, why they 
should go on subordinating their own country’s eco- 
nomic and political interests to those of Russian 
world imperialism. 

In short, Russian actions in themselves make it 
extremely unlikely that Titoism can be eradicated. 
There will always be people in the downtrodden 
satellite countries willing to risk their lives for free- 
dom and for their country. And as Titoism grows, 
the Cominform will shrink in power and prestige. 
This is what the Kremlin knows and fears, hence its 
reactions which continue to violate not only every 
human standard of common sense, equity and justice 
but add force to the current of disgust and rebellion 
in the very countries which the Cominform would 
hold in its sway. Vassals will never be friends, cer- 
tainly not dependable friends, and this is a truth 
which the Kremlin still has to learn. It has been re- 
ceiving its first lesson and will get more. 
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Has Market Discounted First Quarter? 


Nearing Christmas, after a week or so of minor correction, the market was near the mid- 


December recovery highs, and was firming up. Seasonal tendencies into early January are 
on the supporting side. What happéns after the turn of the year should provide a test of 


the vitality of the selective upward trend. Our policy remains conservative. 


By A. T. MILLER 


ne performance of the stock market has 
been unexciting during the fortnight since our last 
previous analysis went to press. In the week ended 
December 17, the Dow-Jones industrial, rail and 
public utility averages all advanced moderately. That 
sufficed to put each to a new high for the year, by 
a small margin. In fact it put the industrial and 
utility averages, which had previously surpassed 
their 1948 rally highs, to the best levels seen since 
the late summer of 1946, when a 50-point slump 
from the peak of the 1942-1946 bull market was get- 
ting under way. 

The Dow industrial average reached a recent high 
of 198.52, compared with the 1948 high of 193.16. 
Being made up of a small handful of more prominent 
stocks, as we have repeatedly pointed out, it con- 
tinues to exaggerate the scope of the real rise in the 
general market. Our broad weekly indexes also 
reached new highs for the June-December advance, 


and for this year, in the week of December 17. But 
the similarity ends there. Whereas the Dow indus- 
trials at high to date were over five points above 
their 1948 high, our index of 100 high-priced stocks 
was 5.38 points under its 1948 high, the combined 
index of 320 active stocks was under it by 18.5 
points and the index of 100 low-priced stocks still 
had 82.88 points to go to equal it. 


How Much of a Rise? 





It may be noted that in six months time — a more 
protracted rise than any recovery of 1948 or 1947 
— the normally volatile index of low-priced stocks 
has risen only 30.27 points from a low of 119.71. It 
would have to double that to duplicate its 1948 rally 
high. The combined index has risen 25.4 points from 
a low of 108. It would have to add over 72% of that 
rise to equal its 1948 high. Those who like to regard 

this as a bull market are, of course, 
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free to do so. Conjecture on the sub- 
ject will not make actual profits any 
easier to get; nor actual losses, for 
those who over-stay the move, any 


— smaller. What we see is a limited and 
260 highly selective recovery, representing 
mainly an adjustment in investment 
240 attitude toward the good, but largely 
static, level of dividends; and a con- 
tinuing low level of speculative confi- 
220 dence. In our view, there is no such 
thing as an “investment bull market.” 
2.00 It takes persistently broadening specu- 


lative demand to spark a major and 
sustained advance in the stock market. 


180 We do not see it developing under pres- 
ent and foreseeable conditions. 
160 In the week referred to, the volume 


of transactions expanded to the broad- 
est figure seen since late in the summer 
rise of 1948. It may or may not be 
symptomatic of a blow-off. There was 
a small recession in prices, and lower 
volume, in the following, or  pre- 
Christmas, week. We do not attach 
much significance to the latter per- 
formance. It does not appear to differ 
from several previous minor correc- 
tions on this rise, each followed sub- 
sequently by renewed strength. The 
immediate seasonal bias, nearly al- 
ways most emphatic from just before 
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Christmas to early Janu- 
ary, should work at least in 
behalf of firm stock prices 
for the time being, if not 
for somewhat further rise. 

Not much beyond the 
turn of the year, however, 
we should have a more sig- 
nificant test of the under- 
lying vitality of this gen- 
eral upswing, with year-end 
reinvestment demand spent 
and seasonal influences no 
longer on the supporting 
side. It is our conviction 
that, at best, the market 
will find the going very la- 
borious and progress quite 
restricted in the price area 
now just overhead, whether 
as seen from the distorted 
perspective of the Dow in- 
dustrial average or the 
realistic measure provided 
by our cross-section index 
of 320 stocks. On the other 
hand, a sell-off of some- 
what larger proportions 
than any heretofore seen 
on this rise would not be a 
surprising January devel- 
opment. 

Contrary to some recent 
guesses, short-covering so 
far has not been a support- 
ing factor on balance. The 
latest monthly data released 
by the New York Stock Ex- 
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change showed the total 2, 
short position had risen Se 
further to the highest E+ | 


figure in some 17 years. We 
have expressed our doubt 
before that the shorts — 
largely professionals and 
semi-professionals — are 
likely to be stampeded into covering by whatever 
further rise the Dow average might have. They 
are not short of the average, but of individual 
stocks and many individual stocks have not gone 
up much, while others at present levels are even 
more inviting targets for the bolder bears than 
heretofore. Probably the market will have to con- 
tend in the period just ahead with even heavier 
short-selling, as well as with more profit-taking 
and more liquidation, especially on the part of 
holders who, in the case of a number of individual 
stocks, have now been bailed out of losses for the 
first time since 1946. 









Not Good — Not Bad 


Christmas trade has been fair — not good, not 
bad. The general business outlook for the first half 
of 1950 seems to shape up as at least fair. Since the 
great majority of the economists, government 
oracles and business leaders now making guesses 
on the prospects are optimistic, it might not be a 
bad idea to keep your fingers crossed. Clearly the 
biggest chance for surprise is on the less pleasant 
side. As for the second half of 1950, no one worth 
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listening to will venture a firm forecast at this 
distance. 

This poses a question. How long can a market rise 
be sustained by hopes which, in general, do not ex- 
tend beyond “fairly good” business at best? Out- 
lays for new plant and equipment, a vital source of 
economic activity, are trending downward and will 
average substantially lower for 1950 than for 1949. 
They could be in quite a slump before the end of 
1950. Exports have fallen to a three-and-a-half-year 
low. For the third quarter the so-called favorable 
trade balance, inclusive of service items, was nearly 
42% lower than it was in the second quarter. Since 
ECA funds for the next fiscal year are bound to be 
cut pretty sharply, exports almost surely will fall 
more greatly after mid-1950. 

Residential building has been holding up well. 
This, and automobile activity, are the brightest 
spots in the current business picture. They prob- 
ably will continue so for a time; but in neither field 
is there assurance against recession by, if not be- 
fore, the second half year. Building especially will 
require watching. Much of the activity has been in 
rental projects, carrying virtually full Government 
guarantee. This is result- (Please turn to page 356) 
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By E. A. KRAUSS 


The current study of the problem of venture 
capital for industry undertaken by the Joint Commit- 
tee on the Economic Report in Washington serves to 
force into the limelight the drastic changes which 
have occurred in the structure and character of 
American capitalism. These changes, since they have 
come about gradually, are neither new nor surpris- 
ing to those who keep abreast of such matters. Still 
there may be many who are wholly unaware of them 
and of either causes or effects. They will be aston- 
ished to learn that individualistic capitalism as we 
have known it in the past is rapidly vanishing from 
the scene, superseded by some sort of “collectivized”’ 
capitalism which all but threatens to force out the 
small private risk taker. 

Decades ago, the bulk of risk capital was provided 
by individual investors whose “venturing” made pos- 
sible the rapid building of the world’s most impres- 
sive industrial creation—American industry. It was 
mainly accomplished by the investment of equity 
capital, the kind of capital which it is said is now 
getting scarcer and scarcer. 

In sharp contrast to previous practice, the accumu- 
lation and investment of capital appears to have 
largely ceased to be performed by individuals. This 
is a broad statement, but its justification is apparent 
when we consider that of the estimated $56 billion in 
new funds which corporate business required in the 
years 1947-48 alone for expansion and other capital 
outlays, fully 40% came from retained earnings 


(many company ratios are much higher), while 
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How Federal Regulation Has Changed 
Structure of American Capitalism 





during the same years, indiv- 
idual investors as a group on 
balance bought only about 
$2.6 billion worth of new cor- 
porate stocks. 

In other words, a large per- 
centage of risk capital has 
been “conscripted” from stock- 
holders. Another big slice is 
made up of individual savings 
placed with insurance com- 
panies or savings institutions 
and invested by these institu- 
tions, for increasingly, the 
individual saver has developed 
a tendency to shy away from 
mene mr equity investments or risk 
ae ; taking and placed his savings 

ES ae in the form of sheltered in- 
vestments. 

A good deal of capital is 
also “conscripted” by Govern- 
ment in the form of taxes and 
in part at least “invested” in 
various enterprises such a 
public works, RFC loans etc., 
and a good deal has gone into Government bonds 
and therefore is not available for “‘venture purposes”’ 
except on the part of the Government. Actually, 
then, only the smallest part of the risk capital which 
today is flowing into industry, stems directly from 
individuals, most of whom are inclined to delegate 
the decision of investment of their funds to finan- 
cial institutions. 


No Real Lack of Funds for Equity Investment 


All of which proves a number of things. Fore- 
most it proves that there is no real lack of funds for 
equity investment. The seeming shortage of risk 
capital is due to lack of mass interest and confidence 
—absence of confidence in Government fiscal policies 
and policies towards business, and above all, it is the 
direct outgrowth of tax policies and the complex of 
Federal legislation which has changed many of the 
factors in the investment of venture capital and 
changed them to the disadvantage of the one who 
takes the risk. High income taxes, both corporate 
and individual, plus double taxation and the capital 
gains tax see to that. 

Secondly, there has been a great shift in the dis- 
tribution of incomes, and therefore of savings, and 
this makes a world of difference. A much larger 
proportion of the nation’s savings now belong to the 
middle and lower income groups of the population 
and among these classes, knowledge about security 
investments is frequently lacking, hence their pre- 
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ference for sheltered investments. In contrast, the 
class which knows about stocks and investments, the 
high income groups, generally no longer has the 
money to undertake substantial investments out of 
income which is largely taxed away. 

These factors have been important causes why 
common stocks in the recent past have virtually gone 
begging, and stock prices even today after a fairly 
sustained advance are still not really high in rela- 
tion to earnings and dividends. 

The investment industry has been realizing that 
what’s needed is an educational and selling job, and 
there has been some progress in this direction 
though memories of the heavy speculative losses in- 
curred by those who held stocks in the early Thirties 
have not always been easy to erase. One thing it has 
done, apart from efforts to popularize stock invest- 
ments as such, was to attract the savings of lower 
income groups into the shares of open-end invest- 
ment trusts. Though this type of investment has its 
drawbacks as well as advantages, it is a convenient 
medium for low-income investors. 


Trend Towards Riskless Investment 


That there is no shortage of funds is further 
amply evidenced by the growth of the life insurance 
industry which has become the nation’s second big- 
gest investor, and this furnishes another point of 
attack on the problem of the threatened equity capi- 
tal shortage. The insurance business is booming. Life 
companies collect over $7 billion annually in prem- 
iums and the bulk of these must be invested. Total 
assets by the end of October have risen to the tre- 
mendous aggregate of $58.4 billion. The industry has 
nearly doubled the insurance in force within ten 
years, and life insurance, held by some 80 million 
people, accounts for one-third of all personal savings. 

Both because of law and tradition, the vast sums 
collected by America’s financial institutions—insur- 
ance companies, savings banks, savings and loan as- 
sociations etc.—are invested entirely or almost en- 
tirely in bonds or mortgages. It would seem that in 
the long run, it cer- 
tainly is not healthy 
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lack of available risk capital, there has been grow- 
ing demand for relaxation of legal restrictions on 
common stock investments by insurance companies, 
a change towards which the insurance industry it- 
self appears to be somewhat lukewarm for under- 
standable reasons. Stock investments carry risk, and 
the companies’ problem is how to keep their policy 
holders’ money safe, a goal with which the latter 
undoubtedly concur. The problem is enhanced when 
it comes to loans to small business which may be 
difficult to service, though insurance officers have 
expressed willingness to grant such loans in par- 
ticipation with banks—with the latter doing the 
servicing.. 

3y and large, however, there is mounting aware- 
ness of the wisdom to authorize financial institu- 
tions to invest a specific moderate percentage of 
their assets in portfolios of common stocks though 
opinions remain divided, some holding that insur- 
ance companies, savings banks etc. should not be ex- 





to force this largest 
segment of the people’s 
savings almost exclu- 
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sively into debt instru- 
ments. The crux of the 
problem is that too 
much money is going 
into loans instead of 
into ownership of 
business enterprises. 
Thus we find that 
about 27% of life in- 
surance company as- 
sets are invested in 
Government obliga- 
tions; another 18% in 
utility investments; 
17% in industrial 
holdings and 20% in 
mortgages. However, 
stocks represent only 
about 2.5% of assets 
and two-thirds thereof 
are preferred stocks. 
As an outgrowth of 
this situation and the 
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pected to venture on this unreliable ground. 

The fact remains, that if current trends continue, 
our whole system of capitalism is bound to change 
radically and with it the character of the stock mar- 
ket. There will be fewer rugged individualists, more 
and more pooling or conscription of capital, and in 
turn this will mean a shift of stock holdings into 
firmer hands with less speculation, less margin 
trading, but a gradual concentration of stocks among 
large holders, investment trusts and perhaps in- 
stitutions. Gradually, in short, a new type of capital- 
ism will emerge and we are already well on the road 
to it. 

Few think that this is a healthy trend, for it 
means taking venture out of American life and in- 
tensifying the way of thinking that demands se- 
curity first and the opportunity to work for it second. 
What can and should be done about it? 


What Government Should Do 


Since Government policies have been so largely 
responsible for this new trend, the time has come to 
revise these policies, and particularly the tax laws, 
to promote development of private enterprise along 
healthy lines. Among suggested steps are: (1) Eas- 
ing or elimination of double taxation on dividends 
—first in the form of business profits and later as in- 
come levies on the dividends paid to stockholders. 
(2) Liberalization or removal of the capital gains 
tax provisions. (3) Permitting a more liberal rate 
for depreciating capital assets. (4) Tax relief for 
smaller businesses which find it difficult to raise 
equity capital in the open market. (5) Speediest 
possible reduction of corporate income and surtaxes, 
a requisite of which is of course greater economy 
and a balanced budget. And (6), based on the same 
requisite, the earliest possible lowering of individual 
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income and surtaxes to stimulate private capital 
formation and its venturing into industry. 

It is fully realized here that not all of these sug- 
gestions can be quickly translated into concrete ac- 
tion, but a start can be made, and any start in this 
direction will immediately prove eminently helpful 
in solving the venture capital problem. But not Gov- 
ernment alone, but management, too, can help by 
fostering a better market for equity securities. 

Doubtless a good deal of money is awaiting attrac- 
tive opportunities in industrial ventures but inves- 
tors expect a fair deal on dividends which they have 
not always been getting in the recent past. Corpor- 
ate management has preferred to “conscript” a 
large percentage of earnings from stockholders by 
retaining a large part of earnings (at the expense 
of dividends) rather than obtain new capital with 
issues of common stock. Also, the temptation to fi- 
nance with bonds was decidedly strong in view of 
prevailing low interest rates. In this respect, the 
monetary authorities have been hurting the common 
stock capital market with their cheap and easy 
money policy almost as much as they have been 
crippling the market with high taxes. 

Many managements could well afford to finance at 
highest cost with equities as far as feasible. In the 
long run, it makes for a sounder and better balanced 
capital structure while excessive debt financing can 
become a decidedly embarrassing burden. Stock fi- 
nancing at present costs more of course, at least 6% 
under today’s market conditions which means that a 
corporation would have to earn about 10% on the 
money so that, after a 38% corporate income tax, 
there would be 6% left for dividends. On the other 
hand, bond interest is tax-deductible, thus a corpo- 
ration merely has to earn the coupon rate, low as 
it is at present. 

From the corporation’s viewpoint, retention of 
earnings to finance capital expenditures as well as 
widespread bond financing at cheap rates has been 
profitable and sensible, but it is well to look beyond 
these immediate advantages as we have attempted to 
do in this article. For together with Government 
regulation and tax policies, it has helped change the 
character of American capitalism and it has cer- 
tainly undermined the type of rugged individualism 
for which the nation was justly famous in the past. 


Danger in Concentration of Capital 


This not only because all these policies — and 
foremost those of the Government — have helped 
force individual savings into riskless or sheltered 
investments; they have also made it increasingly 
difficult for the small private risk-taker to obtain 
venture funds. Not only that, it has set into motion 
a trend towards concentration of capital which in 
the end is bound to lead to more supervision and 
Government control of business and our financial 
institutions as the custodians of much the larger 
part of the people’s liquid savings. This is a fore- 
gone conclusion. For if small business cannot get 
equity capital, big business will get bigger and invite 
either Government intervention or Government com- 
petition, and probably both. 

To halt these trends, or steer them into construc- 
tive channels best able to serve the cause of main- 
tenance of a free capitalistic society, we need the 
proper kind of action and above all, the right leader- 
ship. The aim of both should be restoration of a free 
flow of equity capital, a (Please turn to page 353) 
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—AND WHERE TO FIND THEM 
By J. C. CLIFFORD 


~ 

Fie predominant desire of investors is to select 
equities that not only promise stable and satisfactory 
dividends but also generate hopes of long term growth 
and price appreciation. As this latter factor mainly 
hinges on potentials for a cyclical uptrend in sales and 
earnings, the problem for the investor really resolves 
itself in an attempt to “hitch his wagon to a star.” 
Fortunately, though, business growth over the years 
has established a stellar record for a great many vig- 
orous concerns in our economy as many far-sighted 
investors have learned to their satisfaction. 

The search for companies with dynamic growth 
potentials is an endless process because so many ele- 
ments enter the equation that may alter the outlook 
on the road ahead for promising candidates. Some 
with the most illustrious history of expanding size 
and earnings may have reached maturity, though 
they may continue to grow at a slow pace and enjoy 
stable profits. Such an experience would suit many 
conservative investors, although it fails to satisfy 
the dual aims of those defined in our discussion. Also, 
changes both in conditions pertinent to an industrial 
group or at a company level may one way or the other 
radically affect the forward progress of any given 
enterprise. 

Shifts in managerial personnel, diversification poli- 
cies, the development of new products with outstand- 
ing sales appeal, increased competition or the expira- 
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tion of patent rights— 
these are but few of many 
factors that could check 
or stimulate the steady 
expansion in earnings. 
Aside from this, it should 
be realized that practi- 
cally all industries and 
their well established 
components have grown 
substantially from cycle 
to cycle, their gain in- 
duced by increased popu- 
lation and by the irregu- 
lar but marked uptrend in 
national income, as well 
as by broadened foreign 
markets. 

The main test of indi- 
vidual growth, according- 
ly, is to uncover situa- 
tions where potentials for 
relative achievement in 
this direction are most 
clearly indicated. It is 
only in cases where con- 
cerns seem likely to forge 
ahead at an accelerated 
pace, compared with their 
competitors, that best op- 
portunities for larger div- 
idends in the long run are 
to be found. Since share 
prices eventually will re- 
fleet the realization of 
these expectations in an 
active market, it is need- 
ful to probe deeply to as- 
certain the most promis- 
ing equities, rather than 
to leanly strongly on for- 
mer records, although a 
good past performance assuredly promotes confidence. 

Little study is required to realize that mere size 
alone is an unreliable yardstick of future growth po- 
tentials. Studies by the Department of Commerce 
have revealed that in the 1936-46 period, the 200 larg- 
est corporations expanded their sales and earnings 
much less impressively than 800 smaller ones. While 
a more recent analysis covering the current highly 
competitive era might change the picture somewhat, 
it doubtless still holds true that some of the most 
vigorous concerns are by no means confined to the 
ranks of the giants. Some of the big units, to be sure, 
have acquired new advantages through large scale 
expansion and diversification that pave the way for 
tapping broader markets. Additionally, strong trade 
positions and enlarged facilities for research that lead 
to development of new or improved products, may 
favor the growth potentials of huge concerns. 





Smaller Companies Frequently More Aggressive 


On the other hand, numerous smaller concerns are 
less complacent about their trade status and accord- 
ingly are prone to adopt more aggressive policies than 
their large competitors, if only from sheer necessity. 
With lower overhead expenses and depreciation 
charges, many moderate-sized enterprices by intro- 
ducing products with special appeal to consumers 
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pushed their way ahead at a rate that may well 
continue. This is particularly true in promising new 
fields like television, where past experience with radio 
may bring unsuspected rewards to some concerns that 
may have had a former rather unimpressive record, 
but now have a bright horizon. 


Importance of Industry Selection 


Industry selection alone, from the standpoint of 
growth potentials, is of course quite a broad question. 
The tremendous strides in science and technology in 
recent years have pushed way off former seeming 
market saturation points. This applies with force to 
the oil and natural gas industry, producers of synthe- 
tic fibers, cost-saving equipment and electrical de- 
vices. The horizon for experienced and vigorous con- 
cerns in these fields, regardless of their present stat- 
ure, has a bright tinge. The future appears particular- 
ly encouraging for producers in a position to develop 
new drugs and pharmaceuticals, where emphasis on 
intensified research is an important plank in their 
policy programs. 

Then the door is always open for marked progress 
by developers of new or improved packaged foods, 
the markets for which are unlimited in scope. The 
airlines, too, have emerged from a disappointing peri- 
od usually featured by annual deficits to a new posi- 
tion that could be the start of a permanent uptrend 
in earnings. Finally, size may count heavily in favor 
of well sustained growth by many already successful 
retail concerns, especially some of the big chains 
strongly entrenched in growing localities. Concentra- 
ted purchasing power, modernized facilities and a con- 
tinuously enlarged population bespeak further marked 
growth by some of these aggressively managed mer- 


chandisers. 
,/ The list could easily be expanded to include the steel 

and automobile industries, as well as a long roster of 
firms producing all sorts of consumer goods, such as 
home appliance, textiles, apparel, shoes, liquor, ete. 
A large proportion of concerns in these industries 
have depended on higher living standards and normal 
expansion in population for their past growth, though 
the sizable crop of stock split-ups in postwar to capi- 
talize retained earnings reflects substantial gains in 
stature and earning capacity. Compared with other 
selected industries, on the other hand, these we have 
just cited appear to have more nearly arrived at a 
stage of at least relative maturity. As always, there 
will be exceptions to the rule and, as we have said, 
there is time and opportunity for some representa- 
tives of these groups to spurt ahead surprisingly in 
the long run. 


List of Selections 


In order that our readers may envisage the longer 
term progress of a number of concerns that for one 
reason or another have experienced lusty growth, we 
append a sizeable list of companies in this category. 
Since growth in earnings and dividends transcends 
other statistical factors in our discussion, we have 
simplified our tabulation by including only the former 
items as applied to several cycles since 1929. In each 
case we have adjusted the figures to apply to the cur- 
rent number of shares outstanding. Presented in this 
manner, the rate of growth from period to period is 
clarified in each instance and provides a basis for dis- 
cussing a few of the samples. 
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The growth record of Abbott Laboratories is espe- 
cially interesting to examine. This concern for many 
years has been in high repute as a producer of fine 
pharmaceuticals, medicinal chemicals, germicides etc. 
Its offerings now include more than 900 items, mainly 
resulting from intensive research. The business has 
grown through the years to worldwide proportions. 
How the company’s shareholders have benefited from 
a long and successful operating history is well shown 
by our table, revealing that dividends per share in 
1949 were more than ten times total earnings in 1929, 
while payments of $1.80 per share in the current cal- 
endar year compare with only four cents paid twenty 
years before. This experience in marked growth will 
likely continue as global interest in health measures 
expands, population increases and the company’s lab- 
oratories continue to develop new and improved 
medicinals. 


Among producers of textiles and synthetic fibers, 
Celanese Corporation has shown great vigor in push- 
ing ahead from cycle to cycle. Net earnings of 18 cents 
a share in 1929, the historic boom year, seem very 
small compared with $6.61 reported in 1948. Sharply 
reduced sales in the current year of readjustments 
lowered the company’s net for nine months to $1.58 
a share compared with $4.99 in the same 1948 period, 
but volume in the final quarter has snapped back 
close to the corresponding level of last year, with in- 
dications that the record for long term dynamic 
growth has been checked only temporarily. Confi- 
dence of the management in the outlook has been 
shown by payment of dividends totaling $2.40 per 
share in 1949, an all time high. Approximately 23,000 
common stockholders in Celanese are aware of a sub- 
stantial uptrend in dividend income that has held 
consistently through a number of cycles, and also 
regard a large expansion in facilities in postwar as 
indicative of further probable improvement as time 
goes on. 


Growth of Natural Gas 


A tremendous expansion in demand for natural gas, 
particularly in the past decade and in postwar, has 
pushed earnings and dividends of El Paso Natural 
Gas Company upward, and the company’s potentials 
for continued rapid growth are still exceptionally 
bright. Construction of a vast system of pipe lines 
from the company’s numerous gas resources in Texas 
and New Mexico to exploit ready markets in Cali- 
fornia and elsewhere promises to expand earnings 
steadily on the road ahead. At the end of 1948, 3,189 
miles of pipe line were owned compared with 1,065 
miles in 1936 when the company paid initial dividends 
of 40 cents on its $3 par common shares. Thereafter 
the annual rate rose gradually to 80 cents in 1948 
and to $1.20 in the current year on its new common 
(split 3 for 1). As El Paso Natural Gas still has under- 
way a very large pipe line construction program, its 
net earnings and dividends should establish new peaks 
in near term years. 


The founders of Bean Spray Pump Company back 
in 1884 could never have envisaged how their business 
would form the base of an enterprise such as Food 
Machinery & Chemical Corporation, with sales of $78 
million in 1948. Here we have an example where a 
limited exploitation of earlier farm markets with a 
single item in time paved the way for greatly broad- 
ened offerings. Through long experience and research, 
Food Machinery Corporation (a former name) ac- 
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quired more than 30 concerns over a long period, cul- 
minating with the purchase of Westvaco Chemical 
Corporation in 1948 to form the present company. 

By gradually diversifying output, this concern now 
makes not only a long line of sprayers and pumps for 
farmers and fire departments, but insecticides, fungi- 
cides, canning, freezing and packing house equipment 
as well, additionally producing heavy and fine chem- 
icals in steady demand by most other industries. How 
these aggressive policies have expanded the com- 
pany’s earnings from 35 cents a share in 1929 to $2.34 
in 1948, and increased dividends correspondingly from 
11 cents to $1.50 is revealed by our table. 

While growth of machinery manufacturers is more 
irregular than that of others, the average growth ex- 


perience of Elliott Company has been notable. In some 
severely depressed years, this concern was unable to 
operate profitably, but strong finances permitted un- 
interrupted payment of dividends since 1905 and the 
annual rate has trended upward from 25 cents a share 
in 1937 to $1.75 in 1949. By long specialization in the 
production of steam turbines and electric generators, 
Elliott Company has won a reputation that assures 
its long term growth in line with that of the public 
utilities, both private and Government owned. Engi- 
neering skill has played a prominent part in the de- 
velopment of this business over a long term, for most 
of the equipment produced by Elliott is made to order 
and thus permits satisfactory profit margins. 

From a relatively small (Please turn to page 354) 
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Estimated Recent Price Range 
192919371941 194819491929 193719411948 1949 Price 1948-49 
Abbott Laboratries $.15 $43 $.60 $2.97 $3.10 §.04 —$.32 $43 $1.40 $1.80 48% 4994-31 %e 
“Admiral Corp. 05 1.89 3.20 02 38 =~ B0—:17%™_——-20%4- 14" 
American Viscose Na 487 3.90 1365 7.25 Na Na 1.00 450 4.00 71% 73-46% 
Borg-Warner 2.25 J.08 a.0F 12.43 ALL 2.10 2.46 2.00 4.50 5.50 58%, 66!/2-42'/, 
| Celanese Corp. of America «AB 36 .80 6.61 2.80 Nil 40 .80 2.20 2.40 32'/g 39!/,-22 
Cities Service Na 01 2.90 17.77 1425 ol _—Nil_~—sNil~—3.00 3.50 66% 70'/4-31% 
Coca-Cola 249 5.56 6.60 8.22 8.75 97 4.37 «4.86 5.00 -6.00—*164_— 183-1241, 
Continental Oil 186 2.88 3.18 11.24 850 Nil 1.45 96 3.50 4.00 62% 699%4-46% 
Dixie Cup 229° 248 240 6.70 675 191.99 7410025374244 
Dow Chemical Na 76 1.74 4.44(a) 4.50 Na 55 71 1.00 1.30 53\4, 5753-324, 
Du Mont (Allen B.) Laboratories = Nil 1.29 2.50 Nil 25 50 14!/ 16!- 7% 
Du Pont 1.62 1.80 1.85 3.30 4.301.341.5473 2.43 3.40 60!/p- 6394-41 
Eastman Kodak : 1.66 1.68 1.63 4.45 3.40 11.29 1.381.331.6070 47g 484-38 | 
| Elliott Co. Na 1.26 1.62 7.14 850 Na  .25 50 1.50 1.75 26% 28 %4-15/2_ 
El Paso Natural Gas Na 84 95 2.51 2.00 Na 56 .65 .80 1.20 2744 29-1834 
| Ex-Cell-O Corp. 1.05 1.53 5.82 627 650 26 1.00 1.82 260 2.60 60/2  61%4-34'/, 
| Food Machinery & Chemical 35 84 1.39 2.34 1.75 ld 82 71 1.50 1.00 27 4734-2034 
| General Motors con 5:00 425 436 9.72 13.00 3.55 3.64 3.69 4.50 8.00 69%H~ _—_72%4-50!/2 
| Gulf Oil 3.92 2.80 2.95 13.53 9.00 A .80 1.20 3.00 3.75 65'/2 81 -5634 
| Heyden Chemical 29 46 74 2.04 1.10 .04 29 29 1.00 1.00 17 2834-1474 
| Industrial Rayon JI «dN 1.45 8.31 6.00 Nil 83 1.19 3.00 3.00 53 56 -334, 
| International Business Machines 2.54 3.07 3.73 7 11.207 ; 12.00 1.21 1.76 2.14 4.00 4.00 205 206!/2-125'/ 
| International Harvester 2.45 2.10 1.95 392 3.50 86 1.33 1.03 1.70 1.70 283% 341/4-22%, 
|Johns-Manville 2.08 1.69 (1.94 5.22 4.25 771.3887 2.00 2.50 46% 48% -30!/2 
| Kimberly-Clark. ua No UI7 153 5.02 425 Na 65 721.65 1.65 24% 25Ya-1 Tg 
| Koppers Co... coun. Na 140 357 884 450 No 18 58 1.60 2.00 -28/a_—_—3754-25% 
| Merck & Co. “Na 37 (130367275. Na 2354 NAS NBS 4244 4394-22" 
| Minneapolis Honeywell Regulator ..... 1.13 2.24 3.43 4.49 5.00 49 1.47 1.47 2.50 2.625 59%, 6354-42!/, 
| Minnesota Mining & Mfg......... i BT 2.30 6.51 6.50 __ 1.09 1.16 2.10 2.60 98 101 -54!/, 
| Monsanto Chemical comms 26  WI2 148 3.95 3.40 09 78 87 2.00 2.00 __—56 6154-451/4 
Pfizer (Chas.) & CO. ene 90 S986 50026433275 2.754 OHA 
| Phillips Petroleum 248 4.00 2.88 1201 7.75 141 2.74 1.65 3.00 3.00 60% ——77//2-51% 
| Shamrock Oil & Gas co a Nil Nil (1.50 1.60 27% 3694-24" | 
Sharp & Dohme comme 88 39 88 416 425 Nil Nil 151.001.2038 38%4-1756 | 
Southern Natural Gas... BF 1908S 3.25 _AT(b) 83 1.75 2.00 3554 ——:3654-20% | 
Spotty Cop. sam Na 145 407 432 400 Na 1.19 2.00 2.00 2.00 25% ~——-30%4-20% | 
Westinghouse Electric 202 150 (1.74 3.88 475 79 (1.19 (1.071.251.4031 334-205 | 
*_Ali figures are adjusted for stock splits and other capital changes. (a)—Year ended May 31. 
| Na—Not available. (b)—On old Class “A” and class “B’’ common stock. 
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ecretary Snyder, advo- 
cate of continued easy 
money policy. 


By J. S. WILLIAMS 


*J he recent skirmishes between the nation’s 
fiscal authorities, the Treasury and the Federal Re- 
serve Board, highlight the complexity of their task 
in this and the next several years of financing size- 
able Federal deficits and at the same time maintain- 
ing a firm checkrein on inflationary tendencies. 

Differences on monetary policy are nothing new. 
In the past, the two agencies have depended for re- 
conciliation of their varying viewpoints upon infor- 
mal understanding and cooperation. But over the 
years, the stresses and strains to which such an ar- 
rangement is naturally subject, have increased 
enormously. Today the Federal debt represents more 
than half the entire public and private indebtedness of 
the country and, consequently, the problem of man- 
aging the debt now rivals in importance, and at 
times even transcends, other considerations in the 
field of monetary policy. 

Hence the latest flare-up centering on the basic 
cleavage which has existed for a considerable period. 
It is the function of the Federal Reserve System to 
regulate the supply and cost of money (credit) in 
the general interest of national financial and eco- 
nomic stability. The Treasury, on the other hand, is 
the country’s biggest borrower and has moreover to 
service a huge debt. Its predisposition towards con- 
ditions of perpetual easy money is therefore under- 
standable. It wants interest rates kept low, while 
the FRB has a tendency to let interest rates rise 
and bond prices fall in periods of inflation. 

Recent developments have been swift in the latest 
battle between these twin elements of monetary 
management. In the second half of November, the 
Federal Reserve, convinced that the immediate out- 
look had now become inflationary rather than de- 
flationary, turned its attention to the market for 
Government securities. It withheld bids for Treas- 
ury bills, thereby firming short term rates; and it 
sold long term bonds to check the rapid price rise in 
that area. By permitting the bill rate to advance to 
around 112% (from around 1.05%), it seemed to 
be suggesting that the appropriate rate for certifi- 
cates should be about 114,%. 

But a prompt sequel to these moves was provided 
by the Treasury on November 30 when it announced 
the terms for two refunding issues. One took the 
form of 132% notes, due in four years and three 
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Mew Conflict Over... 


MONETARY POLICY 














Marriner S. Eccles went to 
bat for a more flexible 
market policy. 




















months. More significant still, it retained the 114% 
rate on one-year certificates,thereby reaffirming its 
policy of extremely cheap money. To many, this ac- 
tion seemed a deliberate flouting of the judgement 
of the Federal Reserve which considers 112% too 
low in the light of present conditions and had strong- 
ly urged withholding of announcement of the terms 
on this issue as long as possible so that a clearer pic- 
ture could be obtained of the economic situation. 
Instead, the terms were announced a full month in 
advance. 


Easy Money vs. Flexible Policies 


Thus the conflict stands. The Treasury obviously 
wants to make sure that it gets its money at the low- 
est possible cost and with that in view, it favors 
maintenance of prices for Government bonds well 
above par in the open market. The Reserve System 
would like to see rates harden somewhat and favors 
a more flexible market policy. The opposing views 
were discussed recently in private before a congres- 
sional monetary sub-committee after a few days of 
public testimony by Secretary of the Treasury 
Snyder and Federal Reserve Chairman McCabe. 
Federal Reserve Board Member Marriner S. Eccles 
jumped into the fray with a letter suggesting that 
the time may be drawing near when the Govern- 
ment’s easy money policy ought to be reversed. 

Mr. Eccles as well as President Sproul of the Fed- 
eral Reserve Bank of New York went as far as sug- 
gesting that Congress write a clear directive on debt 
management and fiscal policies and insist on much 
closer cooperation between the Treasury and the 
FRB. But this idea appears to find little approval. 
Many regard it in the nature of a “cure worse than 
the disease,” if only because directives are inflexible 
and fiscal policy has got to be flexible. Eccles inci- 
dentally stated that the Treasury’s “easy money bias” 
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makes the Federal Reserve system “simply an en- 
gine of inflation,” for, since the System has to pro- 
vide a cheap money market for the Government, it 
cannot avoid doing the same for everybody else. This 
of course is true enough. 

In spite of these deep-seated differences, it can 
hardly be said that they are insoluble. The point sim- 
ply is that on one occasion the problems of debt man- 
agement may outweigh those of credit control; and 
on others, the latter may be more important than the 
former. And rate making should and probably will 
be determined by whichever is most pressing. 

If nothing else, the latest spat between the two 
monetary authorities emphasizes that their respon- 
sibilities extend far beyond the maintenance of a low 
interest pattern. Conceivably there are circum- 
stances in which the cost of carrying the debt 
should be subordinated in the interest of obtaining 
more effective control over the volume of reserves in 
the banking system. An important question is: Does 
such a need exist at this stage? The FRB’s anxiety 
to combat inflation is certainly laudable but how ser- 
ious are inflationary tendencies? On the other hand 
it is difficult to quarrel with the Treasury’s deter- 
mination to hold down interest charges on the debt 
since only a small rise in interest rates would add 
substantially to the annual carrying charge, quite 
apart from the higher cost of future new financing. 

But as Mr. Eccles contended, cheap money for the 
Treasury means cheap money for everybody, and 
the predominance of the Treasury viewpoint certainly 
restricts the FRB’s power to effect the monetary and 
credit restraints which it was established to exercise. 


One Doubtful Point 


As can be seen, both points have merit though 
they ignore one factor. Any savings in debt charges 
through extreme easy money, as the Treasury ad- 
vocates, may not turn out to be a net saving for the 
people. Excessively easy money ultimately may have 
a price-inflationary effect and thus may cost the peo- 
ple a good deal more, in terms of higher prices, than 
any savings on debt charges. The problem thus boils 
down to the question: How price-inflationary will 
continued extreme easy money be? 

For the long run, the question is difficult to answer. 
Over the shorter term, the effect may 
not be very notable, if at all. The 


low interest rates constitute an ever-present invita- 
tion for larger deficits, for political demands for un- 
needed or unproductive projects, since it is so easy to 
borrow at nominal cost. 

Considerations such as these have helped convince 
many that real progress toward conciliation of the 
present conflict can only come through recognition 
and acceptance by the fiscal authorities of the neces- 
sity to permit a slight hardening of money rates, and 
of paying the somewhat higher cost involved in ob- 
taining better distribution and stability in owner- 
ship of the Government debt. 


The Postwar Record 


The postwar record, as far as credit control and 
debt management is concerned, has been reasonably 
good. During the inflation, Treasury and the Fed- 
eral Reserve cooperated in applying restrictive poli- 
cies, although pegging Government bonds when 
these threatened to go below par. The rise in 
the money supply was checked by these policies. 

Last June when it looked as though we might be 
in for a business decline of some duration, there was 
a definite reversal of the policies of credit restraint. 
This was evidenced by lowering margin require- 
ments on security purchases, by liberalization of con- 
sumer credit, and by successive reductions in the re- 
quired reserves of member banks. At the same time, 
the selling of long term Government bonds by the 
Federal Reserve Banks was halted abruptly. 

In short, since late June, emphasis turned in- 
creasingly upon the availability of credit to counter 
recessive conditions, and the Federal Reserve Sys- 
tem’s open market committee made a policy statement 
indicating that the firmer rate policies on the short 
term debt were ended and easier money policies re- 
sumed. It now wants to reverse this course in view 
of revival of deficit financing and what it considers 
inflationary credit expansion in the instalment field 
where both the Treasury and the Federal Reserve 
have favored restrictive regulation, but where Con- 
gress refused to go along and repealed enabling leg- 
islation for Regulation W. 

The debate over monetary policy is likely to con- 
tinue and Congress may (Please turn to page 349) 





pressure on the over-all price struc- 
ture, despite numerous cross cur- 


MONEY RATES 





rents, is downward rather than up- | es 
ward and it may increase. It might 
be a different story in the event of a ]5 
series of substantial deficits with 
corresponding injection of new money 
into the economic stream which cer- 
tainly would be highly credit-infla- 
tionary and might eventually exert 
upward pressure on prices. 

Certainly artificially low interest | * 
rates, if carried far enough, can be- 
come dangerous. They encourage the 
assumption of more debt, giving an ], 
initial stimulus to the economy that 
eventually must lead to subsequent 
equally powerful relapse. They en- 





courage lending institutions to as- 
sume greater risks in order to protect 
their rate of return, and this may re- 
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sult in a weakening of the nation’s |° 
financial structure. Also, extremely 
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Hapspening in | 


Washington - 


TRICKLING back into Washington to launch the sec- 
ond session of the 81st Congress, senators and repre- 
sentatives think they know pretty well what President 
Truman will schedule for them in his annual message 





WASHINGTON SEES: 


The President's plans in the matter of individual 
and corporate taxes, which won't be vo revealed 
until he submits his budget message early in Janu- 
ary, took shape during the Key West vacation 
where Mr. Truman combined business with 
pleasure. 


Nothing that was said or done by the official 
party gave the slightest hint of retreat from the 
crusade for higher taxes, but there was a slight 
tactical switch. The President planned his next step 
as a general might plan a battle. He had Budget 
Director Frank Pace on hand for fiscal advice, 
party Chairman William Boyle for political counsel, 
Commerce Secretary Charles Sawyer for business 
and economic information—matching, in a sense, 
logistics, manpower, and G-2 (Intelligence). 


Out of the briefings for the battle which comes 
next month came no positive statement of strategy 
to be followed, but this can be put down as virtual 
certainty: the President will no longer stand in the 
way of repeal of wartime excises, but will place the 
onus for whatever harm comes to the Treasury as a 
result, upon congress; having established that some 
new income tax levies are necessary, he will seek 
to carry his lines forward to gain, if possible, a 
substantial upward boost. He reasons that once 
the line of resistance to any advance in tax is 
broken, the forward march will not easily be halted. 


And it became apparent also that Mr. Truman 
will not use the orthodox approach. Senate Finance 
Chairman Walter George, and House Ways and 
Means Chairman R. L. Doughton were not in on 
the conferences. The President believes his “Fair 
Deal” supporters can carry the day for him. 
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POLITICAL STRATEGY 


By E. K. T. 


—and they’re reasonably certain they know what will 
happen to it. To begin with, word from the White 
House substations in Key West, Fla., and Indepen- 
dence, Mo., is that Mr. Truman is determined to 
write a campaign document, ask for everything he 
has proposed before, make a record of the votes in 
the public mind. But congress may fool him by run- 
ning a short session, adjourning to home and the 
campaigns that are ahead—primaries and the Nov- 
ember balloting. 

FIRST TEST will come on the bill to strike out federal 
tax on colored oleo. Not dramatic in itself, but full of 
implications. The farm vote, especially in the dairy 
regions, is in the balance and there has been some 
straying from the democratic reservation already. 
Dairymen have been able to kill off this bill in the 
past, probably won’t be able to do it this time. The 
American Farm Bureau Federation is campaigning 
against the Brannan Plan, may take the interests of 
the dairymen on as a sideline, lose the fight, then have 
a strong ally to launch a full-scale war against the 
Administration. 


STRATEGY of the White House on civil rights legisla- 
tion will be to submit a Fair Employment Practices 
Commission bill for early action, take what seems to 
be the inevitable defeat which will follow, then drop 
the whole subject on the plea that congress won’t “go 
along” on any of its phases. Republicans realize this 
is an important issue in populous northern centers 
and will vote for FEPC, which actually will have ma- 
jority support in both houses. Yet, filibuster still 
exists in “the most deliberative body in the world” 
(the senate), and the bill will be “deliberated” to 
death there. 


ECONOMY will be overworked word in the next ses- 
sion. It will be preached volubly, practiced sparingly. 
Token cuts are certain on all budgets, but suspicion 
exists that the agencies will prepare for this eventu- 
ality when estimating their needs for the next year. 
The defense department has shown that it is possible 
to cut expenses in a vital arm of the nation, and con- 
gress will enforce it elsewhere. But it won’t be enough 
to offset an increase in tax or, in lieu thereof, an op- 
erating deficit. Congress must make a choice between 
those alternatives, pxobably will prefer the latter. 
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After an absence of almost two decades, Herbert 
Hoover will be back on the political scene in 1950, not asa 
candidate but as a very militant campaigner against financial 
waste and with his guns pointed against republicans and 
democrats alike who fail to subscribe fully to the economy 
program. He will have a potent organization under his com- 
mand--Reorganization Commissions already in existence in 20 
states and 10 municipalities, likewise with political labels 
eradicated. 



























































Basic in the Hoover drive will be enactment of 
the major parts of agency realignment proposed in the Hoover 















larger questions of solvency and protection of the American 
system against totalitarian concepts. A mellowed man 20 
years after he went into the White House, and a much more 
capable and convincing advocate who will have the advantage 

of being unavailable for any office, Hoover looms large in 
the political picture of next year, even larger in the 1952 prospect. 


When the on-the-record advocates of adoption of those reforms are listed, it 
is difficult to understand the delay in their enactment: The White House; the leadership 





















































































ill in congress, on both sides of the aisles; hundreds of civic organizations. But bureau- 
ite cracy is fighting to the last ditch and the lawmakers -- as was the case in the economy 
to drive of the defense agencies -- are all in favor of saving ... where it doesn't affect 

he their pet projects. Some of the groups fattening on federal subsidies have become strong 
in enough to make or break congressmen. But support of the Hoover non-political organi- 
n= zation may give them new courage and independence. The 1950 congressional election will 
he be a trial run; if it shows signs of success it will be an important factor in 1952. 








V- 
Official Washington isn't rushing to conclusions as a result of action by 
























































‘al both Australia and New Zealand to depose socialistic labor governments. There's reason 

of to accept the fact that a trend is running but belief here is that it isn't running 

ry swift enough to measure the fate of the Labor Government in England. Since 1945, the 

we British Government has been tested in 36 by-elections. It has lost only one! Yet there 

y. | is encouragement for the conservatives in the fact that the successful socialist candi- 

he dates for Parliament have gone back by sharply reduced majorities. 

ng Closer examination of the Australian and New Zealand situations is warranted 

on | before forecasts are made. In each instance the change of control was one of form 

he rather than of substance: both parties had promised to continue the welfare services -- 
| "statism." On the other hand, complaints against high prices, high taxes, shortages 

a- and continued wartime controls, were issues in the campaigns, worked against the persons 

es in office. 

to 
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70 ance of the fact that Communist China will be recognized by the United States before long. 
is It will wait until congress convenes, for Secretary Acheson has promised nothing will 

rs be done until foreign relations committees have been consulted. However, the State 
Department already has prepared a long and convicing list of reasons why it is diplo- 
matically wise to accept the Red regime into the community of nations in which we live. 
to The Angus Ward imprisonment will be cited as a reason for withholding acceptance of 


Commy China, but it won't be enough to turn the tide. 





S- Backdown of the Census Bureau on the plan to have every fifth person enum- 
erated in the 1950 count detail his income situation (if below $10,000) was not unexpected. 























n- Now it will be possible to mail the information to the Bureau if the citizen prefers 

r. not to state it fully in the enumerator. There is precedent: in 1940 the issue arose and 
le it was settled in the same manner. However, the last national count didn't produce 

n- much material for purposes of marketing analysis. Then, one of each four was asked to 

zh supply income data and use of the mail was permitted. But a relative handful sent the 
4 Statistics and they never were used for the purpose to which they were supposed to be 











devoted. They weren't used at all! 
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In a tactical maneuver, the Administration has given up plans to attempt a 
repealer of the Taft-Hartley Act in 1950. The White House won't be able to choke off 
individual efforts to that end -- bills by congressmen carrying out campaign pledges 
to fight to the bitter end the labor-management act -- but such bills will die in 
committee. The reason is not hard to discover: there is no prospect of sufficient votes 
to erase the legislation from the books and, the Administration wisely considers, an- 
other defeat would be a boon to Senator Robert A. Taft's candidacy for re-election. 

He then would have a "mandate" from the country as a whole. 


































As a matter of fact, every effort will be bent toward a short session. The 
briefer it is the more controversial it will become, and the democrats must take the 
chance of bitter intra-party fights over relegation of measures for which congressmen 
have dedicated themselves during the recess. The oleomargarine tax repealer will be one 
of the first brought to a vote; the social security act extension is high on the list; 
farm price support legislation may be left over until after the election; legalizing 
of basing point pricing will be attempted before the first month of the session has 


passed. 





























The Administration leaders will seek to avoid a head-on clash with the Dixie- 











about on the Fair Employment Practices Commission and if it fails -- as now seems 
likely -- the results will be accepted as a tipoff not to go further into that area 
of legislating. Best guess as the date for the new session nears is that the anti-poll 


tax bill and the anti-lynching measure will repose in moth balls. 














Conversion of Commerce Secretary Sawyer to the repeal of wartime excise taxes 
Still on the books (a limited, but significant, acceptance by the Cabinet Member) 
may change the attitude of the democratic leadership which had no plans in that direction. 
The Administration always has agreed that the excises are defensible only so long as there 
is no substitute as a revenue producer. Sawyer seems willing now to accept the repealers 
and leave it to congress to find the substitutes later. President Truman hasn't been 
specific on the point as yet, but Sawyer spoke out after a meeting with the Chief Execu- 
tive, presumably reflects his views. 
































Labor unions will back a proposal to curb monopoly by requiring corporations 
of specified classes to make reports of their structure and organization to the Securi- 
ties Exchange Commission. Planned is a statute demanding such reports of all corporations 
which control 10 per cent or more of the production of any product, or which have assets 
in excess of 25 million dollars. SEC then would be required to analyze each industry 
and determine which units within it should be broken down into two or more companies. 




















This approach was suggested to the house monopoly investigating committee by 














tence" statute affecting holding companies. Rep. Emmanuel Celler, committee chairman, 
appeared interested but one of his New York State democratic colleagues on the commit- 
tee, Rep. Keating, saw government control of all industry inherent in such a proposal. 
But the labor unions, always alert to opportunity to force financial reports out of 
corporations are intrigued at the prospect of huge sets of SEC records open to the public. 











Washington is experiencing the slow season that comes just before a new session 
of congress -- in fact it's so slow that an investigation of coffee supply and prices is 
headline news in the Capital. And it's confusing news. The National Coffee Associa- 
tion, for example, pleads that coffee is the food line's most competitive commodity 
and groceries have used it for years as a "loss leader," priced below cost to lure 
customers into the stores. On the other hand, Senator Guy Gillette, chairman of the 
investigating committee, says he has been told by witnesses that retail stores have 
been marking up prices out of proportion to the laws of supply and demand. 


























Back from a three months" campaign tour through 75 counties of Ohio, Senator 
Robert A. Taft believes, he said, the Taft-Hartley Act has popular support among 
laboring men; that the "Hand-out State" is losing its appeal; that the program of price 
fixing and controlled business, of deficit spending and nationalized medical care 


















































hand-out is "a fallacy." 
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Canadian devaluation 
should reduce that 
country’s trade deficit 
with the dollar area 
and her export surplus 
with the sterling area. 
But the problem of 
financing either will 
merely be eased, not 
solved. 


CANADA after Devaluation.... 


By V. L. 


Wat has been happening in Canada since 
the devaluation of the pound sterling and the Cana- 
dian dollar? In recent weeks, two developments have 
attracted public attention. One of them has been the 
decline of the free Canadian dollar in New York to 
88 cents, or some 3 cents below the official parity of 
90.9 cents at which all the commercial transactions 
are being settled. 

Does the reappearance of the discount indicate that 
the devaluation has failed to solve the Dominion’s 
U. S. dollar exchange problem? It has been rumored 
already that Canada may revalue its currency to 85 
cents—a level which was apparently suggested by 
some Canadian economists and financiers last Sep- 
tember, but which was rejected on the ground that it 
would raise too much the purchase price of some of 
the raw materials, such as steel, that Canada has to 
buy in this country. 

While the weakness of the free Canadian dollar in 
New York may carry a hint of uncertainty in Can- 
ada’s balance of payments in the future, the other 
development, the prospect for lower income taxes, 
suggests that the Canadians are not only managing 
their economy better, but that, unlike Washington, 
Ottawa is aware of the economic wis- 
dom of tax relief at this point in the 
business cycle. According to the Cana- 
dian Finance Minister, Mr. Douglas 
Abbott, Canada is revising her tax 
system; asa start in the long-promised 
reform of double taxation of corporate 
income, the tax rate on the first 
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$10,000 of corporate profits was reduced to 10 
per cent. On profits in excess of $10,000, the rate was 
raised from 30 to 33 per cent. At the same time, share- 
holders residing in Canada are allowed an income tax 
credit equal to 10 percent of the dividends they receive 
on shares of Canadian corporations. This will elimi- 
nate the double taxation of the first $10,000 of the 
dividends received. 

Otherwise the 9 per cent devaluation of the Cana- 
dian dollar seems to have left thus far but few marks 
on the business situation in the Dominion. The Ameri- 
can tourist season was apparently better and longer 
than usual. On the other hand, the devaluation is evi- 
dently not interfering too much with the plans of 
wealthier Canadians to winter in Florida and other 
southern resorts. British woolens seem to be avail- 
able in larger quantities and at somewhat lower 
prices. On the other hand, Canada’s cotton textiles ap- 
pear to be holding their own against British competi- 
tion, contrary to earlier dire predictions. There is a 
good demand for British rayons, house furnishings, 
bicycles, and certain home appliances. The most spec- 
tacular has been the cut in British-made car prices 
(about 15 per cent). Unfortunately, the Canadian 
market for British cars — which are 
basically town cars — continues to be 
limited. 

American goods have been available 
in about the same quantities as before 
the devaluation, with price tags not 
much higher as a rule. Imported gaso- 
line has gone up from 1 to 2 cents a 
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TABLE | 

Canadian Merchandise Trade 
| Percentage Distribution by Main Areas 
<= A— DESTINATION OF EXPORTS, per cent 
} 1928-29 1937-39 1947 1948 1949 
| United States ......... 40 36 38 49 49 
| United Kingdom 21 38 28 23 24 
Other Empire ..... hccd 7 10 13 9 i 
| Western Europe = 23 9 II 10 9 
| All other countries 9 7 10 9 7 
| 100 100 100 100 100° 

B— SOURCES OF IMPORTS, per cent 
1928-29 1937-39 1947 1948 1949 
| United States . ~~ + Fr st 
| United Kingdom 15 17 7 13 12 
| Other Empire ....... 5 10 6 7 6 
| Western Europe ..... 7 5 3 3 3 
| All other countries 5 4 7 9 7 
~ Source: Monthly Review of the Bank of Nova Scotia and others. — 

















gallon, and coal is up about $2 a ton. Some imported 
American foods (fruit) are also higher. All told, how- 
ever, the increases have just about balanced the de- 
clines, and the first post-devaluation cost of living 
index consequently showed no change, and the earlier 
gradual decline of prices and costs is expected to 
continue. 

Nevertheless, the devaluation is not likely to be 
without significance for the long-range development 
of the Canadian economy. It means, very broadly in- 
terpreted, that Canada is turning toward the sterling 
area and its own domestic market, and away from the 
United States. In a sense, as will be seen from the 
first of the accompanying tables, this means a return 
to the prewar situation, when over 60 per cent of 
Canadian exports went to countries other than the 
United States, as compared with only about 50 per cent 
at the present time. At the same time, the devaluation 
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put Canada, from the viewpoint of investors, on a 
more realistic basis. However before discussing these 
long-range effects, it may be well to survey the more 
obvious changes, the shifts in Canada’s foreign trade 
and their influence on the balance of payments. 


What Devaluation Will Do 


Generally speaking, the devaluation of the Cana- 
dian dollar should reduce Canada’s trade deficit with 
the dollar area and her export surplus with the ster- 
ling area. But as will be seen, both the dollar deficit 
and the sterling surplus are so large that the peren- 
nial postwar problem of financing either will be only 
eased but not solved. 

Let us turn, to begin with, to the group of coun- 
tries, comprising chiefly the dollar area, where the 
Canadian dollar has become 9 per cent cheaper. On the 
basis of the first nine months of this year, Canada has 
been importing goods from these markets at an annual 
rate of about $2,100 million and selling goods to them 
at an annual rate of about $1,500 million. The deficit 
of about $600 million was nearly twice as large as 
last year, and it would have been merely a matter of 
time when Canada would have had to impose another 
set of restrictions on imports from the United States. 
Everything else remaining equal, the trade deficit 
with the dollar area should contract in the future, 
because American goods will become more expensive 
in Canada, and Canadian products cheaper and more 
attractive in the dollar area. 

In the second group of countries, comprising mainly 
the sterling area and Western Europe, the Canadian 
dollar has become dearer by as much as 30 per cent. 
On the basis of the first nine-month data, Canada is 
buying goods from these countries at an annual rate 
of about $500 million and selling to them merchandise 
worth about $1,250 million a year. In this case, com- 
pletely reverse influences should be at work, and 
Canada’s export surplus of about $750 million should 
go down. This because Canadian goods have become 
more expensive, while British and West European 
goods are now more attractively priced. 


International Payments Position 


Apart from reducing the trade deficit with the dol- 
lar area, the devaluation is bound to strengthen Can- 
ada’s international payments vis-a-vis the United 
States in other respects also. As will be seen from the 
second of the accompanying tables, Canada has nor- 
mally another dollar deficit in non-trade transactions 
with this country, that is, the newly-mined gold that 
is sent over here and the dollars spent by American 
tourists are more than outweighed by Canadian pay- 
ments to us for transportation, movie and other royal- 
ties, and dividends and interest on our investments 
in the Dominion. 

It is a foregone conclusion that as a result of the 
devaluation, there will be an overall expansion of 
Canadian gold production from the present level of 
about $120 million a year. All companies — and not 
only the high-cost producers — will now be getting 
$38.50 per ounce of their gold. And certainly tourist 
spending should also increase in the future. 

In the past ,the two kinds of dollar deficits — the 
trade deficit and the current account deficit — have 
usually been paid for by the Canadians in three ways: 
(1) by drawing on their gold and dollar reserves; 
(2) by transferring to us the gold and the dollars 


THE MAGAZINE OF WALL STREET 








— a 8 


m_ tv we 


orvrs oer Ere Te he 


ee te WY 


“we 





received from the British and from other Euro- TABLE II 
pean countries; and (3) by using the dollars that = S25 Scie ee — capa 
Americans sent to Canada for investment in Canada’s Balance of Payments with U. S. 





properties, branch plants and Canadian se- Lie nallitenes of Contadtion dalleia) 
ese | ie 1946 1947 «1948 «1949, 
It has already been pointed out that the deval- Officiai Official Official Estimate 
uation has made investments in Canada more re- | pgyments 
alistic. In view of the economic reapproachment |) Merchandising imports 1323 41,95! 1,797 1,900 
of Canada and the sterling area, there should || __ Interests and dividends (net) 209 239 230 220 
be a greater flow of American capital for invest- Freight and Transportation os Bd “ ~ 
P : . et. : Other (royalties, etc.) 88 64 75 70 
ment in branch plants and new industries in the iN aia oo a RT me 
Dominion. Some of the big projects either under || ae poy —! a 
" Weti re si “9 t} , suc aS ™ | Receipts 
construction oY consideration uch as develop go 983 1,048 «1,508 «1480 | 
ment of the new Alberta oil fields, the construc- |} Tourist travel (net) 86 83 158 180 
tion of a pipeline from Regina to Lake Superior, | Newly-mined gold . = —— 119140 
the exploitation of titanium deposits in Quebec | Total receipts 1,075 1,230 1,785 1,770 
and iron ore deposits in Ontario and Labrador, |} peticit in Current Account _—613 —1,141 —401 490 
as well as new power developments in Ontario, || Amortizations and other payments... —164 —237(a) mace 
should also attract American capital, and provide Tataldafici —iH} —1378 —40l 
Ease ae ae : ee ae ener = 
dollars for the financing of the balance of pay nan ene en ey ea 
ment deficit with the United States. | Draft in reserves 391 782 (c) 30 
Dollars acquired from other 
U. S. Investment In Canada countries on ERP dollars 87 599 597 500 
New capital 260 300 — Z 
Total 783 ‘1,381 897 


It may be of interest to note at this point that, 
according to recently released figures, American |} (a)—Including withdrawal of U. S. capital. 
investments in Canada were placed at nearly $5.2 || (b)—Gold and dollar reserves increased $496,000,000. 
billion as of the beginning of 1948 — an increase ————— _ —_——. _— 
of about $1 billion since 1939, About one-third a Sa . : 
of these investments were tied up in manufacturing at least $300 million a year in United States funds. 
industries. In contrast, British investments in Canada At the same time, the earnings of American dollars 











were but $1.6 billion, a drop of more than $1 billion — for shipments of iron ore, newly-mined gold, pulp, 
from prewar. uranium ore, and other products, are bound to in- 


crease. Meanwhile, Canada will also get some dollars 
American enterprises were estimated at about $500 from American investments now being made in the 
million, to which the investments in American securi- Dominion. 

ties added another $300 million. What does all this boil down to? The current weak- 
ness of the free Canadian dollar in New York does not 
reflect any serious balance of payment difficulties, but 
more likely the end of the American tourist season 
in Canada, and possibly the withdrawal of some 
American funds in Canada for investment in the rising 
stock market here. The devaluation, however, warded 
off, temporarily at least, new measures for cutting 
down Canadian expenditures in this country. A need 
for some of these measures may arise late in 1950, 
depending upon the cut in (Please:turn to page 351) 


On the other hand, Canadian direct investments in 


It will be noted from the second table that in settling 
Canada’s dollar deficit, an important role has been 
played up to now by the gold and dollars received by 
Canada from Great Britain and other European coun- 
tries. In 1949 especially, these dollars represented the 
Marshall Plan funds which were released to Canada 
in payment for Canadian shipments of wheat, dairy 
products, meat, and non-ferrous metals to the ERP 
countries. In fact, it could be said that these ‘“‘offshore 
purchases” made in Canada, permitted the Dominion 
to rebuild its gold and dollar reserves from the low 
point of about $480 million in November 1947 to $995 TABLE III 
million reported at the end of September 1949. 

The really important question, especially from the || !ndustrial Production — United States and Canada 











viewpoint of American sales to Canada in the future, 1937-39 = 100 (Adjusted) 

is to what extent Canada will be able to rely on “off- 1947 Sept. 1949 
shore purchase” dollars. Will she be again allocated — ]} MS. Canadas UES (Canada 
“ De “yt PE ( 9 ae ae 
some $500 million as in 1949? How will this amount =|! industrial Production 187 176 174 187 
be cut down, in view of the possible $1 billion slash in | Mining 149 113 119 130(b) 
Marshall Plan spending in the 1950-51 fiscal year? || Manufacturing 194 174 184 185 
The fact is that a goodly portion of the ERP dollars || yo, durable monufoctures 

ae = SORE IPE ee 3) See Co Peake estivi | - . ‘ 

has gone to financ e exports of Canadian wheat —ata |] ovtite cotuliiie 163 160 154 162 
time when our Government is forced to finance a huge Leather products 116 +60 115 145 
carry-over of wheat at home. This has led to misgiv-_ ]| Petroleum 193 206 206 271 (a) 
ings in Congress, of which we are bound to hear more || Chemical products 251 176 236 180 

in the future | Rubber products 226 243 176 222 

; : . . : FR | Tobacco products 160 200 175 170 
It is almost certain that the balancing of Canada’s — ia 

payments with the United States will be sort of arace,_ || et wie non aaa - a sia isis 
a race to match the cuts in the ERP’s financing with || 47" aoe re (b) 
tT a sai . 4. ° = ae Aotor vehicles 230 165 252 241 
U. &: dollars of Canadian exports to Europe, with | Non-ferrous metals & products 187 186 157 196 
Canada’s saving and earning of dollars. For example, |} Electrical apparatus 276(c) 273 224(c) 303 
it is estimated that once Canada becomes self-suffi- || (a)—June 1949. (b)—August 1949. (c}-—Machinery. 


cient in petroleum products, she will be able to save 
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R ecent stock market strength 
furnishes increasing evidence 
that investors in growing num- 
bers are becoming income-conscious, turning to com- 
mon stocks in the search for improved return as 
well as potential capital gains. Other factors of 
course play a role, but the yield factor has doubtless 
gained in significance, for various reasons, one being 
the excellent yield currently obtainable on a large 
variety of good grade equities. 

In discussing yields on common stocks, it should 
be realized at the start that they are not a depend- 
able yardstick, because they only show the relation 
of two constantly variable items — price and divi- 
dends. In other words, a yield may be high because 
of an abnormally low quotation or an abnormally 
liberal annual dividend. Conversely, a very low re- 
turn may be occasioned either by an unduly inflated 
price or meager dividends. To reconcile these usually 
obscure elements is no easy task for the average 
investor, especially as once ascer- 
















fundamentals that 
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© prices to yield from 
6% to 8% based on 
** 1949 dividends. In 
¢ee “ contrast, long term 
** Government bonds 
=" return 2.20%, high 
* grade corporate 
4 bonds about 2.60, 
=, While best quality 
=, preferred stocks are 
=, Obtainable to yield 
=, only 314%. Back in 


pox, 






1938 when average 
income from equi- 
ties was on a basis 
of around 4.4, the 
average bond yield 
was 4.19%, the 
spread in this case 
rs closely narrowed by 
reduced dividends. 
In 1929, though divi- 
dend payments were 
liberal, stock specu- 
lation pushed prices 
way out of reason 
so that equity yields 
were about 3° compared with 5.21‘: for bonds. 
Many factors in recent years have combined to 
make stock investors either cautious or reluctant 
with the result that the greater portion of savings 
have gone into the banks and insurance companies 
rather than into good equities, intensifying the de- 
mand for relatively riskless investments by these 
institutions. Now that the economy has _ pulled 
through the readjustment year of 1949 with rela- 
tively few casualties, confidence in the outlook for 
1950 has been enhanced and investors who have 
been pinched between lean income from sheltered 
investments and heavy living costs, appear to be 
reviewing with renewed interest the high return 

obtainable from better grade stocks. 
The process of course is complicated by the diffi- 
culty of determining which equities with a current 
high yield are so situated as to assure 












tained, they must be weighed to allow fs 


dividend stability, or how reasonable 





for the probabilities ahead. 

Notwithstanding these basic prob- 
lems, an informed investor relies 
more on the average dividend he may 
receive from equities over a term of 
years than on any rigid formula such 
as might be applied to a preferred 
stock. If proper selectivity is ob- 
served, many sound common stocks 
are available under current condi- 
tions that yield two or three times the 
return possible from high grade 
preference stocks bonds. Such a 
spread in yield rarely continues for 
long and will likely narrow either 
because of advancing stock prices as 
demand for stocks increases, or for 
the reason that dividend disburse- 
ments are moderated. 

To visualize the current abnor- 
mality of stock yields in relation to 
the return on senior securities, there 
is a long list of stocks with sound 


330 





Average Yield of 
| All Dividend-Paying 


Common Stocks 




















listed on the New York Stock Ex- 
change, as computed for each year 
since 1940, based on year-end mar- 
ket prices. The percentages are me- 
dian averages, midway between the 
mane: and lowest iyi. 
1949 (Estimated) 8.0% 
1948 7.8 
1947 6.3 | 
1946 4.8 | 
| 1945 3.6 
| 1944 5.0 
1943 6.1 
1942 7.8 
| 1941 93 
1940 6.1 
THE 


the current price might s seem even if 
dividend payments trend somewhat 
downward. The big task at present is 
to uncover equities of inherent merit 
that are selling at a level commen- 
surate with their future dividened 
potentials as well as present payment 
rates. From this angle. it is interest- 
ing to consider those stocks worthy 
of retention in a conservative port- 
folio where possibly reduced divi- 
dends in time would lower a current 
yield from 8% to 5%, for example. 

By ordinary standards, it should be 
remembered, the latter yield would 
still seem very satisfactory. On the 
other hand, where long term growth 
is indicated, an eventual uptrend in 
dividends would furnish ground for 
considerable satisfaction through nat- 
ural price appreciation in normal 
market periods. Indeed, capital gains 
would probably eventuate regardless 
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of increased dividends, if demand for good income 
stocks reached a point where the relatively low yields 
prevailing in many former years again entered the 
picture. 

To assist our readers in studying the yield problem 
that has now come strongly to the fore, we have se- 
lected a list of well known concerns to show the divi- 
dends return on their shares as well as the yield at 
both high and low prices for 1948 and 1949. The 
appended table with these statistics merits examina- 
tion by our readers, as the trend in yields at differ- 
ent recent periods is interesting to note. Of special 
significance is the variation in yields among the 
different types of equities and changes that have 
occured to cause a shift in comparisons. The current 
yield obtainable, compared with former levels, may 
provide some clues as to the stability or vulner- 
ability of earnings and dividends in 1950. 


In compiling our list we have intentionally selected 
concerns representing a broad cross section of in- 
dustry; the stability of these groups over the long 
term varies of course and so does their current 
status in relation to prospects for 1950. In studying 
yields for the current year, weight must be given 
to the fact that year-end dividends have been un- 
usually widespread, a natural circumstances in view 
of uncertainties earlier in 1949. Where over-all pay- 
ments have been seemingly liberal, it should be re- 
membered that a period has arrived with large ex- 
pansion and modernization programs mainly com- 
pleted, thus encouraging distribution of a larger 
portion of earnings than formerly. In many cases 
this should help stabilize dividends at the 1949 
rate or may make for increased quarterly divi- 
dends while year-end payments may not be so 






















































































generous. (Please turn to page 350) 
Yield Comparisons of Selec tei Stocks 
- — 949 —1948—$—$___—_—_— _ 
Annual Yield Yield Recent Yield Annual Yield Yield Average Yield 
Div. High % Low % Price % Div. High % low % Price %_ 
Dow-Jones Industrial Aver... $12.60* 198.05 6.3 161.60 7.7. 198.05 6.3 $11.50 (193.16 5.9 165.39 69 179.27 64 
American Locomotive. ._—-_—i1..40 18% 74 12% | “13 15 9.3 140 26% 5.2 16!/ 8.4 21% 6.4 
Anaconda Copper wun 250 35Yq 7125p 9.9 28H 8SO AI, S840) 35e OB 
Bigelow-Sanford 2.40 1H 22/4 10. 8 25% 9.3 2.70 37, 7.2 26% $10.) 32 #8? 
BordenCo.. 0 4B 88H COLO 48% 255 445% OST 87He THI I 
Celanese ¢ Can. a "America 2.40 34%, 6.4 23" 10.2 33% RZ 2.20 39!/, 5.5 22 10.0 30% — oI 
Champion Paper & Fibre 2.00 30% = 6.5 '18i)_—«*'10.9-—=—i29M%e—=S ss 2.00 = 26%ey S75 iNT‘ —=S 22% 9.0 
Chrysler Corp... 256544) 4.00 | 65%H_—s—i‘i EC H.R 
Cluett Peabody - 2.00 30% 65 21 93 25% 7.9 3.00 36% 81 27%, 10 32 99 
Colgate-Palmolive-Peet. 3.00 == 43%e_ = «6.8 = 29%_—=S«10.2-s—43/e SiS 300 45% 97 38% 7.8 
Commercial Credit 4.00 0g 4g 8G 59y SS 3.20 = 538%y 0 38H%esCiCB 44M 7 
Continental Can... iSO 8THe— 4.08048) = 37%H—sCi«d4CidSSOCKs—“ (Gey | 
|Continental Oi]. 4.005% SCS 864% 23.50 69%, 46% Bg 80 
| Corn Products Mfg... 3.60 67%me—s«S3 S73 OTHeSC*S3 3.60 6%_—idH OHIO 
Deere & Co... 5.00 43% 114 30% 166 39% 125 2.75 46% 60 314 88 38% 7.0 
|Diamond Match... 2.000 40—(‘C‘L#OSC«8iHCCié‘i 8 HOCSCO200 4G (HH OCS OD 
| Eastman Kodak a 1.70 48%, 3.5 38% 4A 4b 3.615 46H. Be 43 Ay 3.9 | 
Electric Auto-Lite _ 3.00 44% 67 33% 873800 H(i Me 47TH OI 
| Flintkote Co. — 2.50 31%, 80 21% 11.6 30 82 3.00 42% 7.0 28%, 106 35% 85 
[Freeport Sulphur... 4.00 606.6 3810.5 S7/p 7.0 2.62 47% 5.5 35% 7.3 41D 
| General Motors : 8.00 7234 11.0 __ 51% 15.4 70, 11.4 4.50 66 6.8 50!/, 8.9 58, 7.6 
| Goodrich, (B.F.) Co... 550 72, 7.5 52% 10.0 69% 7.9 550 64, 85 47/4 11.6 55% 9.9 
| Gulf Oi co oe 3S 7p 52 56% O5HeCOC«*G‘S‘T.C#CSWs«éd8«siéB)C (‘$I 4 
[Ingersoll Rand 0 5.75 727.9 5S 10.4 68%, 8.4 5.00 76/4 65 58Y. 85 67% 74 
Inland Steel a 300 41% 7230100 38%. 00S 47%mqe 2 84H BT 4g 71 | 
Libby-Owens-Ford Glass. 5.75 61" «9.4 ~—«44Um_—s«12B 94 3.50 56/. 61 43/2 84 50 7.0_| 
Liggett & Myerson 5.00 9p (54 72% 6.6 86% 5.7 5.00 91 55 82 61 86/2 5.8 
Loew's, Inc. SO dH BLO 14g «10-0 s16H_s—“‘«i‘i SCS y 10TH 
May Department Store. ._—3.00 «47% 38 78 47% 63 3.00 47% 62 35% 81 41% 7.2 
Minneapolis Honeywell... 2.62 635g 4.1 432.0 I1%s—“‘é ‘O20 56% 4g SS 49%HQSCL 
Monsanto Chemical... = 2.00 5723.5 45% T3200 ISOC Bg 4.4 53% 3.7 
National Biscuit... 2.00 38% 5.1305 38% S.L 2.00 32) bye. 8 
Pfizer (Chas.)&Co. 2.7557 «4.8 40y OB TYy 4B 2.75 4244, 54H CSO 
Philco Corp... 200 40% 4.9 22% 88 33 60 200 455 42 28 7.0 36% 5.4 | 
Pullman Co. 2.00 37 54 30Y%5 SS 84,8 2.0053 8My 447 
Sears Roebuck = ss2.25 43% SLI 33e 4B S225 43q 281% SBT 5.4 
Sperry Corp. cu 200 29%q 8 22%, 8B 2H) 7.5 = 2.00 30%es—i A 20%, S25 
United Aircraft Corp. 2.00 26% ~=—« 7.4 —«20/e_—S—d9.9—«25Yye_—=S72.3—2.00 «30% 22e_—«d92.s27%H_—Ss72.3 | 
U.S. Steel 225 26Yp «8.8 20/4 (II.l 26% 85 1.66 27% 6.1 224 ‘1.4 245% 6.7 | 
Westinghouse Electric Es fall 140 32_ _ 44 20% 68 32 44 1.25 3314, 37 23', 5.3 28% 4.4 | 
Yale & Towne... 100 28 35 1% 5.1 27% 3.6 1.00 34% 28 22 45 28% 3.5 | 
*Estimated 1949 Dividend on Dow-Jones Industrials. | 
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Four Well Entrenched 
Companies with 


GOOD PROSPECTS 


SELECTED BY OUR STAFF 


he an investor seeking assured income and a 
reasonable chance of gradual improvement, the trade 
position of a given concern merits close examination. 
If a business is strongly entrenched with the trade, it 
is—apart from other basic advantages—because its 
products have been readily accepted by ultimate con- 
sumers and consequently have won the confidence of 
distributors. In times of heavy competition, this es- 
tablishes a market advantage for the producer that 
tends to stabilize volume and earnings, as well as lend- 
ing assurance to well sustained growth. 

Because a long period of time and the expenditure 
of large sums for promotion are usually required to es- 
tablish an above average trade position, once this goal 
has been attained, the chances for deterioration are 
minimized. While some competitor may appear with 
similar merchandise at a lower price, his chances for 
displacing the better known items on any significant 
scale are remote as a rule. Hence it is important to 
realize that manufacturing efficiency does not always 
count heavier in the successful career of a concern 
than its proven ability to create and maintain a de- 
pendable demand for its output. In consequence, this 
latter factor deserves more consideration. 

The same of course can be said of basic operating 
advantages of various types, such as outstanding dis- 
tribution facilities, excellent raw material supply, 
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favorable geographical con- 
ditions, basic requirements 
for low cost operations, and 
outstanding management. 
All these factors singly or 
together, constitute differ- 
ential advantages which 
usually make for above av- 
erage trade positions. 

As subjects for our study 
we have selected four com- 
panies which we believe 
fully meet the requirements 
under discussion. Not only 
are they well entrenched, 
but far-sighted manage- 
ment and long experience 
rank them among the lead- 
ers and render them less vul- 
nerable to competitive in- 
fluences. 

Finally we have narrowed 
our search to include only 
concerns now paying good 
dividends relative to the 
current price for their 
shares, and with substantial 
evidence that the current 
dividend rates will hold or 
increase in due course of 
time. Selection along these 
lines should promote confi- 
dence in both stable income 
and appreciation potentials. 

The tobacco industry ap- 
pears especially suitable as 
a group meeting our re- 
quirements. Cigarette man- 
ufacturers with strongly 
established brands are in a 
specially favorable position 
under current conditions be- 
cause of continued record 
demand, low wage ratios and an ample supply of es- 
sential materials. Among several well managed con- 
cerns in this fiield, we have chosen P. Lorillard Com- 
pany. Producers and fabricators of non-ferrous metal 
enjoy strong indications of continued prosperity and 
certain low cost miners in this division should fare 
well. The operating advantages of Kennecott Copper 
Corporation, together with an outstanding reputation 
and sound finances, have induced its selection. 

With food consumption uniformly representing 
the largest item in family budgets, some of the chain 
distributors can count on stable or expanding volume. 
While their margins are narrow, rapid turnover and 
large sales create satisfactory earnings. One of 
the most competently managed food store chains is 
First National Stores and we have accordingly 
chosen it. Our final industry selection has been the 
producers of cement, a product in wide demand with 
no prospect of near term diminution. As the strategic 
position of Lehigh Portland Cement is good and its 
operating record satisfactory, we have picked this 
firm to represent its special group. 

On the following pages we present statistical data 
and brief comments on each of the four concerns we 
have mentioned. For timing of purchases we sug- 
gest that our readers follow the market advice of A. 
T. Miller appearing regularly in the Magazine. 
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BUSINESS: Company is one of the leading producers of cement, its out- 
put accounting for about 10% of the industry total. Strategically located 
mills adjacent to ample mineral deposits serve customers in the Midwest 
and Eastern states. 


OUTLOOK: Signs are lacking that the substantial boom in demand for 
cement generated by record construction activities in postwar will soon 
subside. This is because an immense amount of road building and con- 
struction of public works seems sure to fill any gap that may be created 
as industrial expansion tapers off. Although all cement brands are of equal 
quality, the Lehigh-Portland name has become strongly implanted with 
dealers and contractors over a long period of years. Aside from this the 
dispersion of the company’s mills to tap widespread markets enhances 
sales potentials now that prices must be quoted F.O.B. mill. Additionally, 
Lehigh-Portland Cement has spent substantial sums in postwar to expand 
its facilities, so that its present annual capacity has probably risen to a 
new of more than 22 million barrels. Though cement prices have 
been advanced only moderately compared with most building materials, 
wages and fuel, a recent boost of 10% brightens the ontlook for high 
level earnings next year. In the first nine months of 1949, the company’s 
volume rose about 12% compared with a year earlier. For twelve months 
ending September 30, net earnings advanced to $6.75 per share com- 
pared with $5.38 per share in the similar preceding period. 


DIVIDENDS: The company’s dividend record goes back to 1899, inter- 
rupted only in the 1932-35 period. Payment of a 50 cents special divi- 
dend on December 30 will bring the total for 1949 to $2.50 a share. 


MARKET ACTION: Recent price — 46!/, is a high for 1949. The low was 
337%. The current yield is 5.4%. 


COMPARATIVE BALANCE SHEET ITEMS 








December 31 

1940 1948 Change 
ASSETS (000 omitted) 
SII. s ccnaphsstanteswarcens ans . $ 4,563 $ 5,430 +$ 867 
Marketable Securities 2,639 2,977 338 
Receivables, Net .................. 1,423 1,500 77 
Inventories ......... 3,824 7,547 3,723 
Other Current Assets. sie nas anaudenedeeten desenens 1,002 + 1,002 
TOTAL CURRENT ASSETS . Santi 12,449 18,456 -+- 6,007 
Plant and Equipment............ 48,246 55,425 + 7,179 
Less Depreciation 24,651 31,330 + 6,679 
Net Property ... 23,595 24,095 a 500 
Investments .... 1,000 4,051 + 3,051 
UNIO AROUSED: oo 0005s dencicessossses 1,037 — 1,037 
TOTAL ASSETS ........ $38,081 $46,602 +$8,521 
LIABILITIES 
RCN IND oasoe cei cen esvdeocecancsaces .. $ 495 $ 809 +$ 314 
SE. Snide fics eines iesuiyacienioaaaiens 212 862 + 650 
III gon hob cn ccs i aksaddadinkceeuns ; 1,011 631 + 380 
TOTAL CURRENT LIABILITIES... 1,718 2,302 584 
Reserves 1,000 — 93 
EE IIE ci cictiveccivibeentisicdiccias  . SEE (‘= hb _ 52 
Preferred Stock . caaieata — 5,675 
Common Stock .... 23,769 + 4,834 
MID coc dvtee' desvtcaveuk be casasaescdanctomocdeceacs 19,531 + 8,923 
WR, BONN ooscesicvcivcccnsscsseasances .. $38,081 $46,602 +$8,521 
WORKING CAPITAL . $10,731 $16,154 +$5,423 
GURRPMRP OT UNOUOD o ossicccscccscscosascnscaxecessss 7.2 8.0 + 8 
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BUSINESS: Company's main activity concerns the production and sale of 
Old Gold and Embassy cigarettes, but substantial profits are derived 
from cigars, smoking and chewing tobacco as well. 


OUTLOOK: The sustained high level of national income and the increas- 
ing number of young people reaching maturity combine to brighten the 
outlook for this old and well entrenched tobacco manufacturer. 1949 will 
mark the fourth consecutive year in which the company’s volume has risen, 
with cigarette sales accounting for the major portion of the gain. Ag- 
gressive promotional activities in the first nine months have increased unit 
sales of Old Gold and King-size Embassy cigarettes faster than the 
general industry rate, more than offsetting a slight decline in demand for 
smoking and chewing tobacco. Looking into 1950, Lorillard can probably 
count on another good year. From an operating angle, installation of cost- 
saving equipment has benefited margins, leaf tobacco costs appear 
rather stable and prices for containers and other essentials have declined. 
Cigarette prices continue firm, with no signs as yet of any downtrend. 
Lorillard has inventories of leaf tobacco adequate for its need for the next 
two years and its ample working capital has required the company to 
borrow only moderately compared with many of its competitors. Net earn- 
ings of $1.99 per share in the first nine months of 1949 indicate that full 
year net may. be around $2.50, compared with 2.21 a share in 1948. 


DIVIDENDS: Inclusive of a 75 cents year-end extra, total dividend pay- 


ments in 1949 have been $1.75 per share, 25 cents more than in 1948. For 
the past 17 years, dividends payments have been regular. 


MARKET ACTION: Recent price—27|/44, a top for 1949 and compared 
with a low of 19!/g. The current yield is 6.5%. 
COMPARATIVE BALANCE SHEET ITEMS 
December 31 

1940 1948 Change 
ASSETS (000 omitted) 
Cash $ 8,906 $ 5,632 —$ 3,274 
Receivable, Net 3,883 6,448 + 2,565 
Inventories ................ 38,539 72,538 + 33,999 
Other Current oii eesdieed 632 oo 632 
TOTAL CURENT ASSETS 51,328 85,250 + 33,922 
Plant and Equipment 11,584 16,726 + 5,142 
Less Depreciation .... 4,260 6,217 + 1,957 
Net Property ....... 7,324 10,509 + 3,185 
Other Assets ....... 216 723 a. 507 
TOTAL ASSETS .. . $58,868 $96,482 +$37,614 
LIABILITIES ; 
Notes Supiliteteaie ‘ $ 4 $ 8,000 +$ 8,000 
Accounts Payable .......... 416 1,778 + 1,362 
PEER occ peescsacvases 587 2,058 + 41,471 
Accrued Taxes . 1,773 3,877 + 2,104 
TOTAL CURRENT LIABILITIES 2,776 15,713 + 12,937 
Funded Debt ......... fe 11,663 23,995 -+- 12,332 
Other Liabilities ................ 54 ‘ — 54 
Preferred Stock ............ 9,800 Cie 2 es 
Common Stock .......... soos §=9 FD 22,467 + 3,744 
Surplus .... 15,852 24,507 + 8,655 
TOTAL LIABILITIES . $58,868 $96,482 +$37,614 
WORKING CAPITAL i $48,552 $69,537 +$20,985 
CURRENT RATIO ....... 18.4 5.4 — 13.0 
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a 4 4 i +Shs.° $7 Pfd: = eal 
1 L = + s = t eal 7Shs.:Common: 2,246,682 - $10 par ——j———J 
of T { +Fiscal Year: Dec. 31 RE Roe Be 
T | s ae = T | Sree 
= iz — —— {OUSAY HARE —_— 
THOUSANDS OF SHARES ; $9 _ + i +— + ft ) LS STC 
| ae ae | 30 | eae i | 7 Poe 
STN PTE A PPS) PPT De SPP TH ! 10 iititat ‘nba, == sul ti ith tt madd batt att tit y 
1938 _1939 Be: 1940 | 1941 | 1942 1943 1944 | 1945 1946 1947 1948 | 1949 | 19386 1939 19. 943 1944 1945 1946 1947 19486 | 1949 
| 63 2 2.41 | 2.78 3 | 2.83 | 1.98 | 24 | .82 _| 3.18 | 3.78 5.96 | __ EAR 1.78 | 1.69 | ra | La . Ci | 1.30) 1. 27 | 1.26 j 2.15 | 2.21 | # 
1.00 1.50 1.50 2.00 1.50 |. 3.50 jl. 00 | 1.00 | 1.50 1.50 | 1.50 ov. 1.40 1.40 1.20 1.20 1.20 1.20 1.00 1.00 | 1.00 1.50 1.50 | 
10.6 10.7 | 10.9 12.1 | 12.8 | 12. 5 32.95 13.5 | 13.7 16.1 \¥kg Cap $ Mil 47.4 48.5 48.7 49.5 69.9 10.2 71.4 69.4 69.8 69.5 kg Cap $B 
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KENNECOTT COPPER KN 1 FIRST NATIONAL STORES FST - 
. Adjusted — + Price Range 
Price Range —} Crocery Chain : 1929 - 1935 
1929 - 1935 —;80 +High- 99 —4 
High -104g — Low — 35 
x Low -44 — 
as 6 t 10 14 
— 
I ri rm +60 — 8 
Funded Debt: None t HH + = 
Shs.Cap.Stk: 10,821,652 ~ no par i 1} = t = 
~ | Fiscal Year: Dec." — tt f- Tap | t : " 
—tH t t {I nt Het +f aaa Funded Debt: None tt TH 
—T, 77 isi! ua Pld Shs. Common: 818,577 - no par Hh | 
— 44— t qo as a) ——|- Fiscal Year: Mar.’ 31 itt - tit , 
. — Va 7 Ss + ) haath oh 
tt umes == nema b cea (ERNE | [ + n mua = 
ft AE et pe RSS se oe 
pyr Tye —_——-+ : a SS Se {tat —f——} —— 
TT T T _ a. er 
aes ere { tit7— 
— t = aac GAGE ea 
aeet aaats it } 
-—-+— ~ - THOUSANDS OF SHARES + 
H aE i aye a ieeceney i Ree 4 
SLE Th ie cm & LM! BRE? a t 
{ | i thi tattintthi { 
ose 1939 1940 1941 | 1942 | 1943 | 1944 | 1945 1946 1947 + 1948 Bi 1945 | 1946 1947 1948 1949 i 
710 | 3.14 | 4.05 | 4.55 | 4.51 | 4.16 | 4.01 | 2.80 | 2.13 | 8.49 | 8.67_ fam 3.38 [3.34 | 3.06 | 2.90 | 3.01 | 2.73 | 2.80 | 3.52 | 6.50 | 6.87 | 7.21 
.75 | 2.00 | 2.75 | 3.25 | 3.00 | 3.00 | 2.50 | 2.50 | 2.50 | 4.00 | 5.00 ow] 2,50 | 2.50 | 2.50 | 2.50 | 2.50 | 2.50 | 2.50 | 2.50 | 2.50 | 3.00 | 3.50 D 
98.3 [115.6 | 143.4 ‘| 159.3 174.6 194.8 | 215.8 | 209.9 | 252.3 278.7 |e Cap $ Mil 15.3 15.0 15.3.|16.1 | 17.8 17.8 | 18.0 19.8 | 20.0 15.0 |Wke Cap $k} 
KENNECOTT COPPER CORPORATION FIRST NATIONAL STORES, INC. 
BUSINESS: Company is the largest producer of copper in the United States | BUSINESS: Company operates a chain of about 1,083 grocery stores and 
besides owning large mines in Chile. Annual productive capacity of cop- markets, about half of which are now of the self-service type. Operations 
per exceeds one billion pounds, while molybdenum, gold, silver and zinc are confined to the New England states and New York. 
are mined ona large scale. Ownership of Chase Copper & Brass Company ‘ ales . 
provides a large market through fabrication. OUTLOOK: The fiscal year of this concern ends at the beginning of April. 
In the 1949 June and September quarters, total sales of $172 million com- 
OUTLOOK: While sharply reduced prices for non-ferrous metals early in pared with $182 million in the same period the year before, but the de- 
1949, combined with strikes and a lag in shipments, adversely affected cline of somewhat less than 6% closely matched a corresponding decline 
Kennecott’s operations in the current year compared with a record 1948, in food prices. In other words, tonnage sales continued at about the 
these trends have reversed in recent months and seem likely to stabilize at | record pace of 1948. This is significant because at the end of fiscal 1949, 
a very satisfactory level. The gradual recovery in price of copper to 18!/, the company was operating 67 fewer stores than in the previous year. The 
cents a pound appears likely to hold or even expand in the foreseeable outlook for First National Stores has been strengthened by its weeding out 
future, and how radically demand has increased is shown by total industry of less profitable units while at the same time establishing a greater pro- 
deliveries of 118,146 tons of refined copper in October, highest for any portion of super-markets and self-service stores. Reflecting more efficient 
month since early in 1948. Kennecott, as the lowest cost producer in the operations, net earnings for 26 weeks ended October |, 1949, were $4.02 
field, enjoys prospects for very good earnings in 1950 although they may per share compared with $3.79 in the same 1948 span although, as said, 
not equal those in the 1948 boom. Looking further ahead, the company’s volume had declined slightly. As time goes on, the company plans to ex- 
67%, interest in Quebec Iron & Titanium Corporation has great possibilities, | pand its modernization and improvement program gradually, relying on 
as is also true of new undertakings in the South African gold fields. As for retained earnings rather than borrowing to attain its end. Through concen- 
finances, holdings of more than $250 million of cash or Government secu- _ trated buying power and acceptance of moderate margins, First National 
rities create an impregnable position. On the whole, Kennecott’s vast Stores has become strongly entrenched with its trade, has operated profit- 
ownership of essential ores promotes confidence in its long term operations ably through recessive periods and enjoys much promise of continued 
and their diverse character provides. further advantages, though earnings growth. Earnings in the last three years have progressively reached all- 
have fluctuated considerably in line with swings in industrial activity. time peaks. 
1949 net earnings should equal about $5.50 per share. ; 
9 q P DIVIDENDS: Since 1926 dividends have been paid without interruption. 
DIVIDENDS: For the past fifteen years dividends have been paid regu- _Tctal dividends in calendar year 1949 amount to $3.50 per share, same as 
larly and over a period of more than 30 years interruptions have occurred in 1948, as in each year a fiscal year-end extra of 50 cents supplemented 
only in a few highly depressed periods. Payment of a special dividend of | quarterly dividends of 75 cents a share. Shareholders should expect 
$1.50 a share on December 22 brought the total for 1949 to $4. similar treatment in 1950. 
MARKET ACTION: Recent price —5! compares with a 1949 range of MARKET ACTION: Recent price—69, a high for 1949 compared with a 
high—56%, low—40. The current yield is 7.8%. low of 53. The current yield is 5.2% 
COMPARATIVE BALANCE SHEET ITEMS COMPARATIVE BALANCE SHEET ITEMS 
December 31 March 30 April 2 
1940 1948 Change 1940 1949 Change 
ASSETS (000 omitted) ASSETS (000 omitted) 
Cash .... seavek . $ 65,116 $ 84,852 + 19,736 Cash tees $ 4,839 $ 9,839 +$ 5,000 
Marketable ‘Securities . 21,693 169,465 + 147,772 Marketable ‘Securities donsssenat 3,080 — 3,080 
Receivables, Net ........ 16,051 20,424 + 4,373 Receivables, Net ............... 419 “584 165 
sonal a ae aa - 46,288 61,025 + 14,737 Inventories 12,585 22,741 + 10,156 
Other Current Assets. i eehs wines 33 seasehes = 33 TOTAL CURRENT A ASSETS.. 2 92 < \ f 
TOTAL CURRENT ASSETS. 149,181 335,766 186,585 raping 33,164 + 12,261 
Investments ...........cccccccceecceeeee 6,177 2,476 Plant and Equipment... . ST 30,498 15,242 
Plant and Equipment.... 359.161 - 45,334 Less Depreciation .... 6,184 7,965 1,781 
Less Depreciation . 153,100 + 48,670 Net Property ................ a 9,072 22,533 13,461 
Net Property ... ; 206,061 — 3,336 Investments .............. 284 437 153 
Stripping and mine development 29,530 21,315 _ 8,215 Other Assets 701 4,635 3,934 
SP IIE oesevsncpeisenrnoserooesnt ‘ 2,838 6,100 + 3,262 TOTAL ASSETS . +e ee 2 $30,980 $60,769 H 29.789 
WEST MAMAUBENS 5k icccorcscssccccssiee $394,647 $575,419 +$180,772 TOFAL ASSETS .......... . $30, , +$29, 
penne’ poe bl $ 3,332 $ 7,822 a) 90 
Mewsonts Payale «..............00s0sseecesseseoser $ 4,304 10,984 +$ 6,680 ccounts Payable ... . ’ ’ +$ 4,4 
Accrued Taxes 22,239 43,385 21,146 INE sti snerarcninnpanevinscsnetwehsvawestet 781 4,220 + 3430 
2 eee _ 3,834 2,624 aa 1,210 BS ES ee POM ao 1,420 6,051 4,631 
Other Current Liabilities........... 3,113 — 3,113 TOTAL CURRENT LIABILITIES... 5,533 18,093 -+ 12,560 
a CURRENT LIABILITIES 33,490 56,993 + 23,503 Reserves 654 6,694 + 6,040 
eserves ........ 7,432 17,633 10,481 me 
Rice Asicts 324 3/110 2.786 WON RIEIOENES 5, 5 suysicassesssvesssvapsvivuversas 26 : 26 
Capital Stock . wi 53,199 — ce Common Stock ..... 6,736 6,736 eer 
ae we 300482 444484 + 144,603 Surplus .................... 18,031 29,246 4+ 11,215 
TOTAL NT a $394,647 $575,419 +$180,772 TOTAL LIABILITIES .........0.0 ee $30,980 $60,769 +$29,789 
WORKING CAPITAL - $115,691 $278,733 +$163,082 WORKING CAPITAL .. . $15,390 $15,071 =—§ 319 
RE III 2,5, Ss conensestasevncsannssepésccceve 4.4 5.8 + IID esseicsisvedicssnvenirsatemesceons 3.7 1.8 —- 19 
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By H. S. COFFIN 


Write novelty and glamour have colored the 
history of many soundly established enterprises, their 
managements have seldom staged quite such a notable 
“repeat performance’”’ as in the case of Gillette Safety 
tazor Company through acquisition of the Toni Com- 
pany. As investors interested in Gillette naturally 
would like to know whether the rather spectacular re- 
sults which accrued within the short space of two 
years will hold, a discussion of future prospects ap- 
pears of considerable interest. 

The long term record of Gillette has been so emi- 
nently satisfactory that some observers have won- 
dered whether the concern might not have done bet- 
ter in letting well enough alone rather than to risk 
a large sum to take over the business of a relatively 
new company in a somewhat unrelated field. Prior 
to this step, Gillette had earned more than $200 mil- 
lion since 1901 on an original capital of $5000, in- 
creased only once by the sale of slightly more than 
$2 million stock. At the beginning of 1948, capital 
and surplus aggregating about $39 million had piled 
up through retained earnings from at least 42 years 
of continuously profitable operations, although cash 
dividends in excess of $142 million had been distrib- 
uted, some in every year of the period. Furthermore, 
net earnings in 1947 had reached a record high until 
then of $11.6 million or $5.11 a share. Despite this 
outstanding experience, however, the directors and 
management of Gillette evidently had strong confi- 
dence that acquisition of the Toni Company would 
prove constructive. 

Early in 1948 when Toni joined the Gillette fam- 
ily, its business was hardly three and a half years 


DECEMBER 31, 1949 








































me 





<—There is an individual assembly line 
operation for every Toni product. 


old but net earnings had risen to more than 
$700,000 in the fiscal year ended February 
1947 and then soared to around $4 million 
in the following ten months. This of course, 
was one of the most spectacular perform- 
> ances by any new enterprise on record, based 
ie ON an entirely novel product idea. The ex- 
perience reflected the amazing consumer ac- 
ceptance of the Toni Home Permanent Wave 
Kit and Toni Creme Shampoo, both in the 
low price range of $2 for the DeLuxe kit 
with re-usable curlers, $1.25 for the Regu- 
lar Kit with disposable curlers and $1 for the 
waving preparation alone. 

The sales appeal created by such a low price for a 
permanent wave of professional appearance, elimi- 
nating the heavy expense and inconvenience of pa- 
tronizing the beauty shops, was very rapidly estab- 
lished. The clever and widespread utilization of the 
famous Toni Twins as a promotional medium also 
proved highly effective, but of more importance was 
the chain reaction of recommendations by first time 
users of the products. That the rather startling 
claims of the manufacturers were valid was quite 
evident from the beginning by the extent to which 
customers expressed satisfaction in a field of broad 
interest to women everywhere. 

It was small wonder that such an outstanding ex- 
perience attracted the attention of industrialists all 
over the land, but the practically minded directors 
of Gillette were in a prime position to appraise the 
merits and hazards of the Toni Company and suc- 
ceeded in buying the business on terms satisfactory 
to both the sellers and to themselves. 

To the two Harris brothers who had built up the 
Toni business so rapidly, payment of $8 million cash 
plus another $4 million that represented the net 
worth of their concern assured a comfortable for- 
tune in itself, and moreover relieved them of any 
concern of possibly intensified competition later on. 
Additionally, the purchase contract provided that 
after combining with Gillette, the former owners of 
“Toni” were to receive half of the new division’s net 
earnings above $8 million after Gillette had earned 
this same amount from the business, until such 
time as the Toni interests had also received a total 
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of $8 million. Hence in effect, the purchase price in- 
volved approximately $20 million, $12 million in cash 
and $8 million on a contingent basis. Furthermore, 
the Harris brothers were assured of presumably 
lucrative jobs in continuing to manage the business 
under Gillette control. 


Ties in With Established Business 


From the angle of the Gillette Company, these 
liberal terms seemed justified for numerous reasons. 
Pricewise the terms would seem advantageous to 
the buyers if all went well, for they represented only 
five years’ earnings or less if the business profits 
continued at the rate prevailing at the time of pur- 
chase. But Gillette’s long and successful experience 
in masculine toilet articles, with established outlets 
in practically all stores handling such items, sug- 
gested that sales of Toni kits could be greatly in- 
creased by ready utilization of these retailers, backed 
by proper promotional activities. Exploitation of 
feminine markets would be a natural diversification 
for Gillette, especially because of its steadily ex- 
panded facilities for chemical research that had 
already brought to market such items as brushless 
shaving creams. 

It can be taken for granted that the experienced 
research department of Gillette went to great 
lengths in satisfying itself as to the purity and 
practical aspects of the Toni products before risking 
many million dollars in undertaking to sponsor them. 
Rumors tending to “smear” the Toni products on 
the ground that they would prove injurious to scalp 
or hair, if used repeatedly, had to be refuted by time 
and serious testing under expert guidance. Aid in 
this direction has just been given by tests on 1,200 
women by Doctor Howard E. Burnham of the New 
York University College of Medicine, though the 
product used was not mentioned as a “Toni”. Be- 
cause all brands now on the market are of very sim- 
ilar composition, Doctor Burnham found that all 
could be called safe for general use. 

The record of Gillette Safety Razor Company for 
almost two years now of actual experience in pro- 
ducing and distributing Toni kits and shampoos is 
interesting. It should be realized that prior to the 
combination of the two concerns, sales of the Toni 


products had been confined to North America, 
whereas Gillette has well established markets all 
over the world where the new home wave kits may 
become popular. 

This advantage may partially account for the fact 
that consolidated sales of Gillette rose from $59.5 
million in 1947 to $85.8 million in 1948, following 


the merger. In the first nine months of 1949 total 
sales were about $3.5 million higher than in the same 
period of the previous year. While at this writing 
no available figures show proportionate sales repre- 
sented by the Toni division, the forthcoming annual 
report may furnish some clues. The general trend 
of Gillette volume since early 1948, however, clearly 
reflects the added influence of Toni sales. 

As for earnings in 1948, Gillette reported a net 
of $15 million, 29% above 1947. Despite increased 
unit shipments and dollar sales in the first half of 
1949, the company’s profit margins were somewhat 
narrowed by heavy promotional expenses and out- 
lays for product devolpment, together with allow- 
ance for foreign currency problems. This pressure 
on profits margins through the first six months 
rather severely reduced earnings in the first half to 
$2 a share compared with $3.16 in the related 1948 
span. The downtrend, however, was reversed in the 
September quarter when net of $2.13 per share com- 
pared with $1.80 in the third quarter of 1948. This 
reduced the decline for nine months to 83 cents a 
share and the spread should be further narrowed in 
the final quarter this year when holiday buyers for 
the first time will have an opportunity to purchase 
some recently developed Toni spin curler sets. 


Financial Aspects 


Regardless of the exact amount which “Toni” has 
contributed to Gillette’s earnings in the past two 
years, it is apparent that the company’s increased 
earning power since 1947 has enabled it to finance 
the Toni purchase contract terms very comfortably. 
At the time of the acquisition, Gillette borrowed 
$5 million to bolster its working capital, but repaid 
$2 million by the end of 1948. This left $3 million 
due in semi-annual instalments of $750,000 each 
through 1950 to be cared for, but in the current year 
Gillette has fully retired all these loans in advance. 
































said Term ippennting and Earnings Record | 
apr eee ere oe = 
Total Sales Operating Operating Net Profit Net Dividends 
| Sales Per Income Margin Income Margin Per er 
| (Millions) Share _(Millions) A ( Millions) oP Share Share Price Range| 
| 1949 (9 mos. Sept. 30)... $67.3 33.67 $18.3" = -27.3(a) $9.3 13.8 © $4.13 $3.25(b) 3 24 | 
11948 | is coe, 85.8 42.9 27.1 31.6 15.0 17.4 6.80 3.25 -39/4-277h | 
1947 bc hentineecoieieaieens sensei RSD 29:79 20.7 34.8 11.6 19.5 5.11 3.00 36!/,-23'/, | 
| 1946 , ; AT 25.89 20.5 39:7 10.5 20.3 4.55 2.75 4234-22, | 
1945 sists 37.8 18.93 14.8 39.2 4.8 12.8 1.74 1.25 26M/4-13Y¢ | 
1944 aon 33.4 16.74 13.2 39.4 3.8 11.6 1.24 1.00 16!4- 7! | 
1943 sehen : 27.6 13.83 M3 40.4 3.4 12.6 1.04 70 4- 4 | 
1942 : : 24.4 12.21 9.9 40.7 3.) 260 82 45 5l/g- 3 
1941 22.7 11.40 8.1 35.9 3.4 13:7 8 45 4%- 24 
1940 , 19.3 9.65 6.3 32.7 2.6 13.4 65 40 634- 3 
1939 18.0 9.01 6.3 35.4 <a 4 18.2 89 .60 83- SY 
to. Year Average 1939- 48 $38.0 $19.0 $13.8 +36. 9% $6.1 15. Ca “$2. “a _$t 38 42%- 25 
“are tax income. (b)—-Ammoent payable | in 1949, ealendar: year. 
(a)—Pre-tax Margin. 
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“an In other words it looks as if —————— ___ GILLETTE a ee — oor 
ne profits from the Toni divaicn "Adjusted Hy ee Hail Te 
= have gone a long way towards [=I —_ |] Price Range = —+-- 
paying for the original cash pur- [-————— —t }——] 10 - 195 i - 
act : . 5 "a1: ie ea) ea —————+ —>—_—_—_— 4 {| High - 143 + —s 7 
9.5 chase price of $12 million, with f——}——};——4 {— —-t {Low - 75 } i— 
ince strong indications that within an- -——j-—_+-—__;+-—__ | ___ +} — Sa — 
ree other year the process will be [— a soca » IT eae Raa See RO SN SRS NS eae 
uae completed, leaving payment of the tt 
ian additional $8 million entirely con- [=> a — FO RA SE OMCLEMEL HPS =: cs FS fo 
‘ that “Toni? actually [-———t-———1Lone Term Debt: $1,500,000 el — 
ong tingent on w hat Toni actually [-— eset me - wee. tf ——- ) 
fon earns. Whatever arises hence- -——}——Jsps."Common: "1,998,769 - no par —t—— #4 is -—— | 
nage worth in the way of heightened —j {Fiscal Year: Dec." 31 t t " | 1 29 
sir competition, accordingly, Gillette [|———?— Sean eae | i [ 
— has much to gain potentially and [|————— > mi See hat } 
ea relatively little to lose. et 
wad This interesting picture would 
of be incomplete without discussing 
~ some of the activities undertaken 
ot by Gillette to meet increased com- 
ae petition in the home permanent 
aa wave field, and to expand the vol- 
ths ume potentials of its Toni divis- 
re ion. All through its long career, bitdig 
)48 the Gillette Company has been 1938 | 1939 | 1940 | 1941 | 1942 | ut eit 1948 | 1946 | 1947 | 1948 | 1949 
faced with increased competition, [772 7.60 [.55 [81 | .82 [1.04 | 1.24 | 1.74 [4.45 [5.11 | 6.80 | fan 
the . en age P’ t 3 T ] T T | T 01 
<i despite which it has consistently |-70 | .60 | 40] .45 | .45 | .70 | .80 | 1.20 [2.80 [2.378 308 x tia 
“a maintained a dominating position. MSMR eS See ee a 
ni It now is taking a page from this ; 
; experience to aid in the promotion of “Toni” exceptionally sound business background of its own 
Ae products. that promotes confidence in its operations. Over a 
0d The new spin curlers we have briefly mentioned long term of years, this concern has edged its way 
neal exemplify the company’s emphasis on introduction strongly in popular favor by steadily reducing the 
of improved items. Last summer when these curlers price of its products while at the same time devel- 
were first placed on the market, the public’s favor- oping notable improvements in both quality and de- 
able reaction was immediate and widespread, for sign. While operations in war years were hampered 
_ they eliminated the use of a rubber band and made _ by restricted foreign trade and by severely reduced 
na the Toni wave process twice as fast as formerly. supplies of steel and iron and non-ferrous metals 
see The company has priced the new curlers combined for the home front, the broadened use of safety 
= with a refill kit at $2.29 compared with $2 a kit razors by the armed forces built up the future de- 
for the previous most popular items, but the ad- mand for both razors and (Please turn to page 349) 
ol vanced price seems in no way to have deterred con- 
‘id sumer buying. “Toni” leadership in the home per- [(————"*=>;==[[== ) 
oc manent wave field still is unquestioned, and there is || Comparative Balance Sheet Items 
h every indication that it will remain so. At the be- ||__ | 
= ginning of the current year, “Toni” sales accounted December 31, sacl 
al for almost 90% of the industry total, though less 19401948 Change 
ce, ASSETS (000 omitted) 
si than 25% of market potentials had been exploited. 
| Cash . $ 3,452 $8,775 + 5,323 
— i Marketable ‘Securities a et teces 403 7,582 + 7,179 
| Repeat Business Receivables, Ned 703 10,501 + 9,798 
Inventories . ie a) 1,517 13,810 + 12,293 
one respect the business of the Toni division Other Current Assets... “ a 286 + 286 
resembles that of its parent concern: Steady repeat || TOTAL CURRENT ASSETS... 6075 = 40,954 + 34,879 
ale 6 ineeied we ; ie ns devieo tia Plant and Equipment... 4,305 13,338 + 9,033 
| Sa es atl € indicate W 1€Nn a user once derives Satis- Less Depreciation ...... 2,253 3,906 + {653 
Je | faction from an original purchase. Sales of razor || Net Property 2,052 9,432 + 7,380 
blades rather than razors account for the substantial _ || Investments 2 7,631 2,927 — 4,904 
= and consistent long term growth of Gillette, and || Other Assets ees 39 1941 6+ 1,902 
_ | Se = fale th ¢ . ill b ted Goodwill & Intangibles. Soc - ORAS 23,055 --12; 822 | 
S now it is quite possible that history will be repeate TOTAL ASSETS... $26,030 $78,309  +$52.279| 
8 | as an increasing army of home wavers require re- 
ad : £ A Sy is & LIABILITIES 
g | fills to function with original kits. 
. : . ‘ . RUriRNn GEIR cs ts ae em 7 | +$ 2,325 
8 | It is not unlikely, either, that Gillette may use |} Accounts Payable... 427. -—«3:203'—~CiCs +—=«2-78 
2 | “Toni” as a springboard from which to invade ner Paella 6,630 + 6,145 
| feminine markets as time passes. When the “Toni” || Accrued Taxes ...... wm 728 10,966 = + 10,238 
| name has been throughly entrenched in world mar- Peo etl LIABILITIES... 1,640 — — 
8 | kets as well as domestically, the door will be wide || oyh¢, Lisbilities S57. +587 | 
| open for Gillette to introduce a broad line of cos-_ |} Reserves ; 7,151 + 7,151 
+ | metics if it seems wise to diversify through this || Preferred Stock scaniieteatis 2,250 ai — im 
| medium. The company is spending record sums on — Stock .... Bae Pere . borg § 
=| research that could easily lead to the formation of Tiss ' : 5 oak wee 
| Me : : TOTAL LIABILITIES $26,030 $78,309 += + $52,279 
| such policies and provide the company with almost WORKING CAPITAL . 4,435 17,830 + 13,395) 
| unlimited markets that include both sexes. CURRENTRATIO. ss 3.7 1.7 — 20 | 
a Quite aside from “Toni” however, Gillette has an 
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lowering their costs. This 
progress has enabled the 
airlines to experiment 
with so-called coach fares 
and family combination 
‘ate reductions which 
have enlarged traffic at 
off-peak periods and have 
contributed to additional 
operating economies. 
Aithough rail manage- 
ments have met this chal- 
lenge with cofnmendable 
success, their opportuni- 
ties for gains have been 
limited and actual prog- 
ress has been scarcely 
sensational.Some smaller 
roads have gone far 
toward solving their 
problem through intro- 
duction of new equip- 
ment aimed at attracting 
passenger business but 
for the most part, larger 


Airlines Battling the Rails carriers have merely 


By STANLEY DEVLIN 


jibe transportation is winning its battle for 
the nation’s passenger traffic. All signs point to the 
airlines capturing at least half of the total first class 
travel market in 1950. At the rate the newer form 
of transportation has been gaining in recent years, 
it may not be long before domestic airlines handle 
fully as many passengers as the railroads except for 
commuter and other short haul business. 

Several factors accounting for this significant 
shift in competition deserve consideration for their 
potential impact on securities representing these 
major industries. Most important development is the 
fact that the airlines no longer need rely solely on 
economies in time as an appeal for passengers. Com- 
petition is reaching the stage where air travel is 
little more expensive than train fares and here 
again, the trend is running so swiftly in favor of the 
airlines that the railroads soon may be at a disad- 
vantage on a straight fare basis. The recent boost in 
passenger fares by Eastern carriers has focused at- 
tention on this factor. 

Labor costs are impeding the railroads in compe- 
tition for passenger traffic and at the same time are 
giving airlines distinct advantages. Introduction of 
modern equipment by the airlines, for example, has 
contributed to important operating economies. 
Larger planes not only afford a greatly increased 
number of seats at relatively insignificant increases 
in operating expenses, but increased speed affords 
vast benefits in utility. Moreover, economies in time 
achieved by means of more efficient planes contribu- 
ute to reduced expense ratios. Net result has been 
that numerous air transporta- 
tion companies have made out- 
standing progress this year in 








sought to reduce costs by 

means of replacing steam 

locomotives with Diesel 

engines. The carriers 
have been handicapped by long established ‘‘feather- 
bedding” practices which have made difficult the 
task of reducing labor costs. 

Other cost factors impose handicaps on the rail- 
roads, and it is difficult to envisage any change 
along these lines for the near future that would 
alter this picture. In the matter of right-of-way, for 
example, the airlines enjoy distinct advantages. 
Maintenance of air routes is the responsibility of the 
Government — not merely for the benefit of private 
air transport, but as part of the overall national de- 
fense program and in the interest of safety. In 
short, state lines are not recognized in the air; 
hence policing of the air lanes is a national obliga- 
tion. As a consequence, airlines are relieved of many 
of the costly maintenance problems involved in the 
operation of airports. 


Contrasting Maintenance Problems 


One needs only to contrast this aspect of trans- 
portation with that of the railroads to see how im- 
portant it has become. The railroads not only must 
keep their roadbeds in the best of condition, but 
must pay local taxes on the land and bear a major 
proportion of the cost of highway crossings and 
other safety measures. Moreover, in many parts of 
the country, the cost of snow removal alone is an 
important item in operating expenses. As men- 
tioned earlier, it seems improbable that the rail- 
roads can hope to gain relief by shifting the burden 
of maintenance to others. On the other hand, devel- 
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opment of additional air lanes to accom- 
modate enlarged traffic probably will be 
financed by Uncle Sam — that is, by the 
taxpayers. 500 

In the matter of equipment, too, the 
airlines enjoy important cost advantages. 


By reason of the airplane’s speed alone, "SO 
it is able to cover a given distance so 
much faster than a passenger train that J ,,, 


fewer units would be needed to offer 
comparable service. In other words, in- 
vestment in equipment may be relatively 350 
smaller by the airlines than by the rail- 


roads to provide the same potential seat- — 
ing capacity. Moreover, it has been stand- 140 
ard practice to amortize investment in 

equipment much more rapidly in air 130 
transportation than in_ railroading. sai 


Hence, airlines are able to write off 
capital investments in a comparatively Ho 
few years and are thus prepared to sup- 
plant outmoded equipment with more 








AIRLINES GROUP INDEX vs. 320 COMBINED STOCKS 


AIRLINES GROUP INDEX — 


320 COMBINED STOCKS. 








economical planes. Railroads, on the 

other hand, must operate their equipment over 
longer periods to get back their investment and are 
placed at a great disadvantage in obtaining expen- 
sive modern passenger coaches with which to at- 
tract business. 

In addition to the many practical advantages al- 
ready cited, the airlines also enjoy an important 
psychological benefit. The younger generation, that 
is, individuals who have come of age in the last 
decade or two, readily accepts air transportation as 
a medium of travel. Older persons are more in- 
clined to cling to railroads or buses. As time goes 
on, it is reasonable to suppose that resistance to 
plane travel may become less noticeable. Progress 
in air safety gives promise of accelerating popu- 
larity of the newer method. 

As the same time, it must be recognized that a 
considerable proportion of the population would not 
use airplanes except in great emergencies. Even 
among younger people a large number would prefer 
the more leisurely and more interesting way of 
traveling on sight-seeing tours, especially. Also, in 


many parts of the country, weather conditions pre- 
sent serious obstacles in the way of uninterrupted 
air service. It is fair to assume, therefore, that the 
railroads are likely to retain a reasonably substan- 
tial proportion of the travel market no matter what 
cost advantages are offered by airlines. 

So far as the roalroads are concerned, however, 
the danger of competition from airlines lies chiefly 
in the fact that such competition is aimed at the 
carrier’s most profitable business — namely, first 
class long haul travel. Airlines are not equipped to 
attract commuter traffic, which the railroads would 
like to abandon anyway, and compete only to a 
small extent for traffic originating on unprofitable 
branch lines and in sparsely settled areas which 
railroads are compelled to serve at a loss. 


Railroad Fares at Economic Maximum 
With railroad fares apparently reaching an eco- 


nomic maximum, the carriers — and the Interstate 
Commerce Commission— (Please turn to page 352) 











Pertinent Statistics on Leading Airline Companies 





1948 1949 
Passenger Mail Passenger Mail 
Revenues Revenues Revenues Revenues 














Net Per Share | 
1949 Dividends Paid Recent Price Range 



























































(Millions) — 1947 1948 (9 mos.) 1948 1949 Price 1948-1949 
American Airlines $76.9 $4.8 $75.2(a) $4.3 def. $.74 def. $.67 $.76 Nil Nil 9"/g 103%4- 6!/g 
Gell Monee I.) 26 ))«*N3.9(a) Ss 4.0—SSs«s ef. CS 1922) Nil Nil 7% 10Y%4- 6a 
Capital Airlines... 161 49 (46(b) 3.2 def. 330 26 277 Nil Nil 7% 9% 3% 
Eastern Aivlines 60.7 3.0 428(a) 2. 53 98 57. Nil Nil ‘14% -.2054-13 
National Airlines 6.4 7 8.7(b) 1.6 def. 259 def. .12 04(f) Nil Nil 73%,  10Y/4- 44 | 
Northwest Airlines 240 84 178(c) 60 def. 1.79 def. 1.5! 2.01 Nil Nil 10%, 1-7 | 
Pan American Airways 69.0(b) 39.0 48 75 .80(g) .25 25 8, I1IA- 8 
Trans. & Western Air 72:7 19.4 68.1 (a) 14.5 def. 8.19 def. .24 98 Nil Nil 14% 2234- 95 
United Air Lines... 67.9 8.8 59.8(b) 5.1 def. 2.01! def. .72 1.16 Nil Nil 13 19'44- 954 
Western Air Lines... 7.8 2.1 5.9(a) 1.8 def. 1.80 26 .66 Nil Nil 7'/ 10!4- 5 
(a)—I0 mos. to Oct. 31. (e)—Estimated, 9 mos. Sept. 30. 
(b)—9 mos. to Sept. 30. (f)—Fiscal year ended June 30. | 
(c) —8 mos. to Aug. 31. (g)—Estimated 1949 net. 
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Speculative Phase? 


The breadth of recent market 
activity plus increasing trading 
emphasis on secondary and lower 
priced stocks is seen by some as 
proof positive that the market has 
now entered a speculative phase 
with the likelihood of heavier pub- 
lic participation. This may be so, 
though the public of course has 
been in the market right along al- 
though not by any means in exces- 
sive fashion. And a good many, we 
suspect, remain “hung up” in short 
positions which by now must have 
become real painful. One can logi- 
cally argue that the fact that the 
rise in share prices since last June 
has not been interrupted by a cor- 
rection worthy of the name does 
nothing more than postpone that 
eventuality. Meanwhile it is obvi- 
ous that the momentum of the ad- 
vance has been a helpful factor in 
carrying it along during periods 
when the going was getting a bit 
rougher, and this doubtless helped 
minimize setbacks which other- 
wise might have been more pro- 
nounced. As previously pointed 
out, an advancing trend, as it goes 
along, creates confidence. This des- 
pite the fact that the higher the 
market, the bigger the potential 
market risk. Some people at least 
must feel that way as illustrated 
by the latest rise in the short in- 
terest though in recent months 
this has been an wholly unreliable 
indicator of the price trend. Des- 
pite broader public participation, 
the market in our opinion is still 
lacking the motive power of sub- 
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stantial short term speculative op- 
erations without which a further 
forceful advance from current 
high levels is difficult to visualize. 
Such broadened interest may de- 
velop, particularly if resistance 
continues to be overcome relative- 
ly easy, but we keep our fingers 
crossed. 


Group Movements 


Despite the sustained market 
advance, it’s not been wholly a one 
way street as every market obser- 
ver knows. Apart from numerous 
cross currents among individual 
stocks, we find that of this publi- 
cation’s 46 group indices, listed 
elsewhere, seven are still down on 
the year. These include Coal Min- 
ing, Copper & Brass, Miscellaneous 
Metals, Radio & Television, Rail 
Equipment and the Railroads. As 
far as the market in terms of Av- 
erages is concerned, it may inter- 
est that our broad 320 Combined 





Average is now up 10% on the 
vear. Our 100 High Priced Stock 
Index is up by a similar percent- 
age, and our 100 Low Priced Stock 
Index is 11.6% higher. The latter 
has been lagging behind the High 
Priced Index a long time, but in 
recent weeks has been making up 
for it fast. From the year’s low 
reached in June, our 320 Combined 
Average by mid-December had re- 
covered 23.5%, the High Priced 
Stock Index 21.8% and the Low 
Priced Index 25.2%. The latter 
now appears to outperform the 
others. 


Rail Equipments 


Speaking of Rail equipments, 
while our respective group index is 
still about 2% below where it 
stood on December 31, 1948, it has 
recovered 22% from the year’s 
low, or almost as much as market 
as a whole. The recovery of course 
started from a low point; at the 
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North American Aviation .......................... 
Distillers Corp.-Seagrams ........................ 
Equitable Office Building .......................... 
Froedtert Grain & Malting ........................ 
RR RUE NERD oan oe bel cdicco sc scsecsesn sens 
Du Mont, Allen B. Laboratories .............. ‘ 








INCREASES SHOWN IN RECENT EARNINGS REPORTS 


1949 1948 
Oct. 31 Quarter $1.92 $1.69 
9 mos. Sept. 30 Tot 1.01 
Year Sept. 30 1.32 -66 
Oct. 31 Quarter 1.82 1.79 
Year Sept. 30 2.12 1.97 
Oct. 31 Quarter 1.31 1.29 
6 mos. Oct. 31 -40 .31 
12 mos. Oct. 31 3.43 1.72 
9 mos. Sept. 30 1.76 1.72 
40 weeks Oct. 9 RY hes .70 
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end of December a year ago, the 
index was off 30% from the 1948 
high, reflecting the industry’s fast 
fading prospects for new orders. 
The outlook to-day is not much im- 
proved with order backlogs for 
freight cars down to about two 
months operations, and with op- 
erations curtailed for some time. 
But at latest report, car builders 
are once more beginning to smile 
through their tears chiefly because 
two big western railroads are dick- 
ering for, or talking about, placing 
new orders for some 8,000 new 
freight cars. Should these orders 
actually be placed, it would hardly 
portend a flood of new business. 
But there seems a reasonable hope 
that the carriers in 1950 may come 
into the market for about 50,000 
freight cars. It’s far from sure, 
however, and even then would 
hardly mean a return to the bon- 
anza stage for this disappointed 
industry which not so long ago 
talked in terms of annual orders of 
at least 100,000 units for some five 
years. 


Movie Flurry 


The latest flurry in movies has 
been variously contributed to pos- 
sibilities along the line of theatre 
segregation, the expected benefits 
of the industry’s economy program 
and the growing conviction that 
the producing divisions will be 
helped more than hurt in the long 
run by television. Take your pick. 
There is something to be said for 
all of these factors. Another ele- 
ment probably has been Secretary 
of the Treasury Snyder’s state- 
ment favoring reduced taxes on 
American business operations 
abroad. This would conceivably 
benefit some motion picture com- 
panies with sizeable foreign invest- 
ments. In the case of Warner 
Bros., the price upturn was accom- 
panied by reports that the com- 
pany is working on plans for seg- 
regation of its assets into two 
companies very much along the 
lines of Paramount. In the latter 
case, this move appears to be 
working out alright. In the case 
of Warner Bros., it might entail 
some borrowing of funds. 


Fireworks 


Sharp price jumps of a number 
of oils stocks recently were prob- 
ably the result of the spurt in 
Superior Oil after announcement 
of a plan to split the concern into 
two separate firms, one to operate 
the natural gas properties, the 
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other to retain the oil business. 
Thus for a while, stocks like Cities 
Service, in itself a good performer, 
and the more staid Humble Oil 
perked up appreciably, presumably 
on the theory that they might con- 
template similar action since both 
own large natural gas resources 
and segregation carries distinct 
advantages from the standpoint of 
interstate regulation, and more- 
over might result in additional 
earnings power. We are not aware 
of any such plans by any other 
company, however, besides Super- 
ior Oil. The spurt anyhow soon 
fizzled. 


Troubles 


This doesn’t mean that oil news 
will not be prominent in the weeks 
to come. There is plenty of it right 
now, of the less pleasant variety. 
U. S. Oil companies are concerned 
about the British decision to stop 
imports of “dollar oil” which will 
mean the loss of about half of the 
European oil market. Most direct- 
ly concerned are Socony-Vacuum, 
Standard Oil of New Jersey, Texas 
Company and Standard Oil of Cali- 
fornia, which through their subsi- 
diaries have been shipping some 
140,000 barrels of petroleum daily 
to the British market, much of it 
paid with Marshall Plan funds. The 
British now want to save on the 
latter and use “sterling oil” in- 
stead, principally from the rapidly 
expanding Middle East resources. 


Morale 


What all this may mean, in 
terms of reduced oil company 
earnings is difficult to appraise but 
it cannot do much good. It adds 
another reason why oil stocks have 
been losing their market lead. This 
column has previously pointed out 
that their position has become less 
favorable. Mounting imports have 
been cutting into domestic mar- 


kets and while there will be a legis- 
lative drive to curb them, not much 
may come of it except perhaps dis- 
couragement of a further import 
rise. This alone may not do much 
to ease the pressure on the crude 
oil price structure, currently main- 
tained chiefly by reduced domes- 
tic production allowables. Oil com- 
pany earnings, while past their 
peak, may continue relatively sat- 
isfactory, particularly by prewar 
standards, and are not likely to 
slip to a point where dividends are 
in jeopardy. But until prospects of 
future earning power are clarified, 
market action of the shares is 
bound to remain somewhat sub- 
dued despite their intrinsic appeal. 
Meanwhile the internal strife over 
the import situation will get hot- 
ter in 1950. 


Cheer 


It is predicted that consumer 
purchases of whisky during the 
coming year will exceed the 1949 
level, barring any national eco- 
nomic adversity, based primarily 
on anticipation of continued high 
consumer incomes and the popula- 
tion growth factor. However, com- 
petition will be keener, not only be- 
tween “blends” and “straights” as 
stocks of four-year-old whiskies 
mount, but also between well es- 
tablished brands. This portends 
expanded advertising and promo- 
tional efforts which is likely to cut 
into profit margins. Lower distil- 
lers’ earnings this year are pretty 
well discounted by current market 
prices, but there may be some re- 
adjustment of relative stock prices 
according to how the competitive 
battle is likely to go next year. 
Selectivity is the watchword! 


Inflation 
Inflation is a commonly heard 


explanation for the stockmarket’s 
(Please turn to page 354) 


























DECREASES SHOWN IN RECENT EARNINGS REPORTS 

1949 1948 
Canada Dry Ginger Ale ............... Year Sept. 30 $1.04 $1.31 
American Car & Foundry ..... 6 mos. Oct. 31 2.09 4.32 
Joy Manufacturnig Co. .................. Year Sept. 30 4.41 8.14 
RRO IR ei oo 60 Sioa avsccaltedsesiicestere Sept. 30 Quarter -03 -64 
Sweets Co. of America ...................... 9 mos. Sept. 30 1.18 1.30 
Slauie Carbonic Corp. ...........<.0cicccccccocseccas Year Sept. 30 1.09 3.01 
Emerson Electric Mfg. Co. ........................ Year Sept. 30 1.16 3.02 
WORN CONNER ee 2 telat cost reas csvexdanvdasaraccnned Year Sept. 30 1.35 3.00 
City Investing Co. .............. ; 6 mos. Oct. 31 <an 1.55 
Guantanamo Sugar ................0........ceee ee Year Sept. 30 1.40 2.26 
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The Personal Service Department of THE MAGAZINE OF WALL STREET 
will answer by mail or telegram, a reasonable number of inquiries on 
any listed securities in which you may be interested or on the standing 
and reliability of your broker. This service in conjunction with your 
subscription should represent thousands of dollars in value to you. It is 
subject only to the following conditions: 

1. Give all necessary facts, but be brief. 

2. Confine your requests to three listed securities at reasonable intervals. 
3. No inquiry will be answered which does not enclose stamped, self- 


addressed envelope. 


4. No inquiry will be answered which is mailed in our postpaid reply 


envelope. 


5. Special rates upon request for those requiring additional service. 





Electric Auto-Lite Company 
Please furnish information as to 1949 
sales volume and profits of Electric 
Auto-Lite Company and prospects over 
coming months. 


R. M., Cumberland, Md. 

Electric Auto-Lite Company’s 
earnings for the first nine months 
of 1949 totaled $7,330,652 or 
$4.90 per share. Sales were the 
highest in the company’s history. 

These sales totaled $167,975,- 
049, or 15.2% over the sales for 
the first nine months of 1948, 
which totaled $145,708,318. Earn- 
ings for the like period of 1948 
amounted to $7,828,374, or $5.24 
per share. 

Increase in sales was attributed 
to the increase to greater produc- 
tion of existing and new products, 
despite a slightly downward re- 
vision of prices brought about by 
decline in prices of raw materials 
such as copper, lead and zinc dur- 
ing that period. Volume for Octo- 
ber continued at a high rate and 
it seems likely that an all-time 
sales record will be made for the 
full year of 1949. 

Auto-Lite is the world’s larg- 
est independent producer of auto- 
motive electrical equipment, with 
26 plants in the United States and 
Canada. 

Demand for company’s prod- 
ucts in the initial equipment field 
continues at a high rate commen- 
surate with the high production 
of passenger cars and trucks. 

Replacement market reflected 
considerable improvement in the 
last three months as prices be- 
came more stabilized and greater 
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confidence in price structure and 
future business was restored to 
jobbers and dealers throughout 
the country. 

The market for replacement 
parts has been broadened perm- 
anently, is the opinion of many 
industry leaders. In 1935, regis- 
tration of all motor vehicles 
showed that approximately 20 
million vehicles were more than 
two years old. This figure, which 
has never sustained any material 
setbacks, rose to 26 million in 
1941 and 32 million in 1948, thus 
affording a much broader base for 
the automotive parts industry 
than a decade ago. 

Third quarter operating results 
showed the economies and in- 
creased production realized by the 
company’s expansion and invest- 
ment program. 

Dividends in 1949 amounted to 
$3.00 per share and the same sum 
was paid in 1948. Prospects over 
coming months appears favorable. 


Liquid Carbonic Corporation 
Please explain reason for decline in 
net income of the Liquid Carbonic Cor- 
poration the past year and prospects 
for the various divisions of the com- 
pany over coming months and also 
working capital position. 
 __ .8., Miami, Florida 
_ The Liquid Carbonic Corpora- 
tion for the fiscal year ended Sep- 
tember 30, 1949, showed consoli- 
dated net income of $1,224,062, 
equivalent to $1.09 a share on 
888,050 shares of common stock 
outstanding. This compared with 
net of $2,747,906 for the preced- 
ing year, which was equivalent to 
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$3.01 a share on 828,100 common 
shares then outstanding. 

Net sales for the year of $38,- 
454, 899 compare with the preced- 
ing year’s total of $51,515,224, a 
decrease of $13,060,325. Approxi- 
mately half of this reduction was 
caused by the discontinuance of 
manufacturing operations at the 
former Morrison, Illinois plant. 

Income for the year was re- 
duced by abnormal losses totaling 
approximately $1,290,000, result- 
ing from the liquidation of the 
ice-cream cabinet and refrigera- 
tor business at Morrison, Illinois 
and write-down of inventories. 

The net profits of the com- 
pressed gas division were the 
largest on record. The demand for 
carbon dioxide products, includ- 
ing dry ice, has increased. The 
company has not been able to sup- 
ply fully the peak requirements in 
certain sections of the country. 
The need for some additional ca- 
pacity in the future seems indi- 
cated. 

The company’s domestic sales 
of machinery and soda fountain 
equipment declined during 1949 
in line with the levels of general 
industry. Because of this decline 
in sales, costs and expenses had 
to be adjusted to lower level of 
operations. The full affects of 
these reductions will not be re- 
flected in operations until next 
year. Currently, new business 
bookings are more encouraging. 

Net profits of Canadian subsi- 
diaries reached a new record high 
during the past year. Additional 
plant facilities are planned in 
Vancouver, Toronto and Winne- 
peg to meet the increasing Cana- 
dian demand for carbon dioxide. 

The company’s equity in the 
total profits of all foreign subsi- 
diaries not consolidated in the 
company’s statements, was about 
$400,000 in 1949, computed at the 
current devalued exchange rates 
compared to $312,623 in 1948. 

Working capital as of Septem- 
ber 30, 1949 amounted to $20,- 
724,737, an increase during the 
year of $4,482,783. 
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Dividends of $1.00 per share 
have been paid in 1948 and the 
same amount was paid in 1949. 


Canada Dry Ginger Ale 


Please explain factors affecting sales 
and profits of Canada Dry Gingerale 
the past year and prospects over com- 


ing months. 
E. G., Cincinnati, Ohio 

Canada Dry Gingerale, Inc. and 
its subsidiaries reported a net in- 
come of $2,183,887 for the fiscal 
year ended September 30, 1949, 
equivalent after preferred stock 
dividend requirements to $1.04 
per common share. This compared 
with $2,701,273 or $1.31 per com- 
mon share the previous year. Net 
sales were $51,477,000 compared 
with $50,192,244 a year ago. 

The decline in earnings was at- 
tributed to reduced profit mar- 
gins and intensified price competi- 
tion, affecting company-operated 
plants in the United States. Rec- 
ord high in both sales and earn- 
ings were established in three 
other major phases of compan 
operations: U. S. licensing, for- 
eign licensing and company-op- 
erated plants in Canada. Substan- 
tial gains which were recorded in 
sales of syrup and extracts to 
licensed U. S. bottlers, were due 
in part to an increase in the num- 
ber of bottlers, and to increased 
sales to the older licensees. Karn- 
ings from wine and spirits sales 
declined only slightly from the 
previous year. 

Other factors affecting sales at 
company plants in the U. S. were 
the transfer of twenty-six addi- 
tional market territories to li- 
censed bottlers, and the decline in 
national liquor consumption. 

With the completion this year 
of its building expansion pro- 
gram, Canada Dry plans to con- 
centrate on developing maximum 
production volume at its own 
plants, and coordinate the promo- 
tional activities of licensed and 
company plants during the com- 
ing year. Thus prospects over 
coming months appear favorable. 
Dividends on the common stock 
in 1949 amounted to 60c per share 
and the same amount was paid in 
the preceding year. 


Food Fair Stores, Inc. 
Please advise how many stores com- 
prise the Food Fair Stores chain, recent 
earnings and prospects. 
M. G., Staunton, Ill. 
Food Fair Stores, Inc., operator 
of a chain of 112 retail food super- 
markets extending from New 
York to Florida, reported for the 
28 weeks ended November 20, 
1949, record high sales of $83,903,- 
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969 and net income of $1,743,541 
after all charges and taxes. This 
profit is equal after preferred divi- 
dend requirements to 91 cents per 
share on 1,850,558 shares of com- 
mon stock outstanding on Novem- 
ber 12. 

Sales for the sixteen weeks ended 
November 12th were $48,325,732 
and net income was $1,032,582, or 
53 cents per share on the common 
stock, after deducting preferred 
dividend requirements. Because of 
a change in the company’s fiscal 
year, etfective this year, compar- 
able statistics for the year 1948 
are not available. 

Operating results have been 
aided by the company’s continuing 
program of supermarket construc- 
tion and remodeling. Three new 
units were opened during October, 
in Miami, Florida and Fresh Mead- 
ows and Freeport, Long Island, 
New York. Another was opened in 
Miami on November 2, bringing to 
eight the number of Food Fair 
Supermarkets in Florida and to 
112 the number in the entire chain. 

Management of the company 
contemplates the continuation of 
its store expansion program. Pres- 
ent plans embrace the opening of 
several units during the year 
ahead. In addition, several older 
stores will be completely remod- 
eled. Consequently, 1950 bids fair 
to establish a new record in sales 
and in number of Food Fair Super- 
markets. 

Dividends in 1949 amounted to 
55 cents per share against 40 cents 
paid in 1948. 


Beech Aircraft Corporation 


I know that recent sales of personal 
planes have been much less than was 
anticipated during the early post-war 
period anl therefore, am interested in 
securing ..st report as to income, order 
backlog and financial position of Beech 
Aircraft Corporation. 

W. J., Philadelphia, Pa. 

For the fiscal year ended Sep- 
tember 30, 1919, Beech Aircraft 
Corporation showed a net income 
of $922,089 transferred to earned 
surplus, cn net sales of $20,582,- 
043. In the previous fiscal year the 
company had a net profit of $2,- 
213,626 on sales of $24,141,120, 
compared to aggregate post-war 
net losses of $2,045,398 incurred in 
the 1946 and 1947 fiscal years. 

Although competition grew 
keener in the personal aircraft 
field as the 1949 buyers’ market 
developed, and as the personal air- 
craft market continued to shrink 
during the company’s 1949 fiscal 
year, the percentage of sales con- 
tinued to increase for Beech Air- 


craft by comparison with the per- 
centage secured by other manutac- 
turers of comparable airplanes. 
This increase held true not only 
within the United States but also 
in connection with export sales. 
A total export business of $4,393,- 
764 compared favorabiy with the 
total export volume of $3,883,805 
for the company’s 1948 tiscal year. 

Backlog of business on October 
1, 1949, the start of the 1950 fiscal 
year approximated $13 million. It 
is principally composed of con- 
tracts for the rebuilding and over- 
hauling of Beechcrafts for the 
United States Navy, spare parts 
for the government, and aircraft 
which have been sold to individ- 
uals and foreign governments. 

Four quarterly dividends of 25 
cents per share were paid this 
year. 

Current assets at September 30, 
were $8,537,441 ; current liabilities 
$2,288,009. 

Principal income of the com- 
pany was derived from production 
of aircraft of its own design, the 
production of aircraft parts for 
aircraft of its own design, and the 
rebuilding and overhauling of 
Beechcraft previously delivered to 
the U.S. Navy. 

In connection with the com- 
pany’s efforts to secure additional 
export business, a model plane was 
taken by company personnel on a 
tour of Europe and was demon- 
strated to all potential customers 
there during the past year. 


Reynolds Spring Company 

Please show how earnines of Rey- 
nolds Spring Company tn 1949 com- 
pared with the preceding year. Also, 
what dividends were paid and financial 
position of the company. 

G. A., Eastland, Texas 

Net income of Reynolds Spring 
Company, listed on the New York 
Stock Exchange, for the fiscal year 
ended September 30, 1949, was al- 
most double the result reported for 
the previous fiscal year. Net in- 
come of $385,140, equal to $1.32 
per common share, was obtained 
on net sales of $11,417,548 while 
in the previous fiscal year net sales 
of $11,309,356 resulted in net in- 
come of $196,019, or 66 cents per 
common share. 

Net income for the fourth quar- 
ter of the fiscal year just ended 
amounted to $197,737 or about 67 
cents per share, exceeding the net 
income of $187,403 reported for 
the full three quarters ended June 
30, 1949. 

The recent improvement in sales 
and earnings is reflecting cost sav- 

(Please turn to page 349) 
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By E. K. A. 


As we enter 1950, it is useful to look back, brieflly, at 
what happened in 1949 and particularly at the nature and 
extent of the business rally since last summer. This will make 
K for a better perspective in 
appraising coming trends. 

1949 of course was a 
year of adjustment and for- 
tunately, of rotational ad- 
justment. Thanks to this and 
the inherent strength of our 
economy, we have been 
weathering successfully the 
“recession storm” that 
threatened to engulf us earl- 
ier this year, and since mid- 
year enjoyed a good meas- 
ure of recovery, only tem- 
porarily interrupted by 
strikes in major industries. 

The force behind the re- 
covery has been the im- 
mense buying power of the 
country, fortified by huge 
liquid savings and a variety 
of Government supports. 
While pipe lines were being 
emptied and commitments 
reduced through Spring, de- 
mand for goods of every- 
day use was relatively well 
sustained. The turn came 
naturally when inventories 
had to be replenished and 
commitments replaced. It 
was prima facie evidence 
of a return of business to a 
current or replacement basis 
wherever adjustment forces 
had taken hold. However, it 
was not only the factors sus- 
taining consumption but 
importantly also the cauti- 
ous policies followed by 
businessmen during the last 
two years which helped limit 
the extent of necessary cor- 
rection, minimize its losses 
and speed it along. These 
were the main bases upon 
which improvement devel- 
oped, and they promise to 
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sustain the economy while postwar adjustment runs its course. 

In appraising 1950 prospects, one outstanding fact is that 
buying power of both consumers and businesses has been 
largely unimpaired during the 1949 readjustment process, 
and this is frequently cited as a primary reason why busi- 
ness is bound to continue good. Personal incomes reached 
their postwar peak in December 1948 and recently have 
been declining, though by no means seriously. But the down- 
trend nevertheless serves as a warning that continuation of 
near-record incomes should not be taken for granted. In our 
view, income payments may become vulnerable from two 
directions — through lessened capital expenditures and re- 
ceding farm income. That both will tend lower is a fairly 
foregone conclusion. 


Two Weakening Props 


Farm income will reflect, as it already does, the impact cf 
lower prices (despite Government supports) and planting re- 
strictions. The drop in business spending is uncertain but 
capital outlays have been declining since the final quarter 
of 1948 when they reached an annual peak rate of better 
than $21 billion. Actual outlays in the 1948 peak year, ac- 
cording to a SEC compilation, came to $19.2 billion, and 
they dropped to $17.9 billion in 1949 (with the last quarter 
estimated). For the first quarter of 1950, anticipated capital 
expenditures are estimated at $3.8 billion which would make 
an annual rate of $15.2 billion. It represents a drop of 14% 
from the first quarter of 1949 and a decline of about 30% 
from the postwar top reached during the final quarter of 1948. 


Looking for Substitute Supports 


Though probably widely expected, it stands to reason that 
such a drop is not a light matter though even at the re- 
duced rate, the pace will still be fairly considerable. And at 
the present stage, the rate of decline may be of a relatively 
greater importance from an overall economic standpoint than 
the fact that the anticipated total will remain large. At any 
rate it should serve as a caution light against undue optim- 
ism. Unless the decline in business spending, the drop in farm 
income, and shrinking exports are offset by other factors, a 
contraction in the economy is inevitable. Government spend- 
ing looms large among potential offsets, and any contracting 
tendencies could be greatly minimized or delayed by con- 
tinuation of the building boom and high level — in the 
automobile industry. But whether these supports will be fully 
adequate is another matter; a tapering off later in the year 
is probable. But there is always the possibility that revival 
of soft goods industries (severely depressed early in 1949) 
may enter the equation and provide substitute strength when 
vitality is beginning to ebb in durable goods. In our view, 
it's something to watch closely. 
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The Business Analyst 





MONEY AND CREDIT—In the fortnight ended December 
17, all three of this publication’s major common stock indexes 
advanced to new highs for the year, on the heaviest volume 
of transactions since May of 1948. Twenty-seven of our 46 
group indexes (mostly representative of consumer or soft 
goods industries) made new highs for various periods, as 
tabulated on the second page following. The Amusement 
group spurted 13% on news that the Treasury will seek legis- 
lation next year to ease U. S. taxes on American business 
operations abroad. Bank stocks, corporate bonds and pre- 
ferred stocks, U. S. and foreign government bonds were firm, 
with high grade rail bonds rising to the best average level 
since September 20, 1947. Earnings of commercial banks this 
year, by and large, are expected to be about the same as 
last year.Canadian gold production is still expanding, spurred 
by government subsidies and recent devaluation of the Cana- 
dian dollar. Output in September was the largest for any 
month since November, 1942, and 21%, above last year com- 
pared with a nine-months’ rise of 17°/,. Outstanding debt of 
state and local governments of the U. S. reached a new high 
last June 30. The post-war increase has more than wiped out 
the entire reduction accomplished during the war years. Add- 
ing the Federal debt makes the total government debt $1,834 
per capita as of June 30, and the burden is still growing. 
However, nearly a fifth of all public interest-bearing securi- 
ties outstanding is held by the issuing or other governments. 
For the current fiscal year to date, Federal budget expendi- 
tures have been about $3,290 above the like period last year, 
whereas receipts are off only $350 million; yet the President 
insists that the Republicans are responsible for this deficit of 
$3,640 million; because they reduced taxes last year. Largely 
due to the excess of Treasury cash disbursements over re- 
ceipts, demand deposits with weekly reporting member banks 
rose $450 million during the fortnight ended December 7, 
reaching a level $76 million above last year. Commercial 
loans expanded only $35 million, and are still $1,668 below 
last year. 


TRADE—Department store sales in the week ended Decem- 
ber 10 were only 4% below last year in dollar total, com- 
pared with a cumulative decline of 6°/, for the year to date. 
This points to a small increase in actual quantity of goods 
sold; since retail prices now average around 5%, below last 
year. Though personal incomes in October ran a little less 
than 4% below last year, a sizeable proportion is being 
spent for automobiles. In consequence, people are saving 
less than a year ago and have less to spend at department 
stores. Store profits are being hit by a thus-far uncontrolled 
tise in costs of operation, by mark-down sales, and by in- 
ventory losses resulting from sagging prices. For the first 
nine months, costs were 6.8%, higher than for the like period 
last year, and profits slumped 48.6%. October witnessed a 
decline of $17 million in our exports and a rise of $33 million 
in imports, narrowing our excess of exports over imports to 
$281 million, compared with $409 million a year ago. 


INDUSTRY—Business activity slipped back to 1.3% below 
last year in the fortnight ended December 10 as coal mining 
reverted to the three-day week. Business and profits outlook 
for next year’s first quarter are encouraging. 


COMMODITIES—Both spot and futures markets eased off a 
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bit in the fortnight ended December 17. Cotton farmers vote 
overwhelmingly for marketing quotas on next year's crop 
(they had to accept this regimentation or lose price support); 
but protest loudly against acreage reductions. 





Though steel operations have recovered to about 90%, of 
capacity, the relapse in coal mining to a three-day week, 
with consequent contractions in carloadings, caused a dip in 
Business Activity during the fortnight ended December 10 
to a level 1.3% below the corresponding week of last year. 

* * * 


Another contributing factor was a decline in oil refinery 
operations. Crude Oil output in Texas was slashed 218,000 
barrels daily during December, and an additional cut of 
83,000 has Hi ordered for January. Electric Power out- 
put, on the other hand, expanded to a new all-time high, 
spurred by settlement of the strike at aluminum plants. 

* * * 

Business Activity expanded in November to 185% of 
the 1935-9 average—2.1 points above October; but still 
2.3% below the corresponding month of last year. On a per 
capita basis, our business index for November rose to 159.5%, 
of the 1935-9 average, compared with 158.3 in October and 
166.4 for November, 1948. 

* 


. * 
(Please turn to the following page) 
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Latest Previous Pre- 
Wk.or Wk.or Year Pearl PRESENT POSITION AND OUTLOOK 
Date Month ‘Month Ago _ Harbor* 
MILITARY EXPENDITURES—$b (e) Nov. 1.20 tig 1.16 1.55 Electric Utilities are expected to re- 
Cumulative from mid-1940 | Nov. 389.6 388.4 374.8 13.8 port total net earnings of around $780 
FEDERAL GROSS DEBT—$b Dec. 14 256.9 257.0 252.2 55.2 | Million for 1949—-16%/, above 1948, de- 
spite a rise of only 6.3% in revenues. This 
MONEY SUPPLY—$b remarkable achievement has been made 
Demand Deposits—94 Centers | Dec. 7 47.7 47.6 47.6 26.1 possible by lower fuel costs and installa- 
Currency: in Circulation —.............. | Dec. 14 27.7 277 28.4 10.7 tion of modern and more efficient equip- 
BANK DEBITS—13-Week Avge. ment. 
New York City—$b | Dee. 7 840 822 867 4.26 oe: oe 
93 Other Centers—$b —......... | Dec. 7 12.47 12.25 13.00 7.60 While. cash Dividends paid by U.S. 
PERSONAL INCOMES—$b (cde) a a ne ra a corporations in October were 2%, under 
Salories ond W the corresponding month last year, dis- 
niecrontue 9 hen ede ymamumaaae meat 0 ~~ jens sie - bursements for the three months ended 
Proprietors’ Incomes neon | Oct. 44 44 50 23 italiane 5) enue es 19 
Interest and Dividends -...._. ] Oct. 17 17 17 10 * ‘.  s 
J onotetnae phoebe oe ? A . Commencing with the present issue, the 
ee eee = ” wi vas . statistical data on th al: New 
POPULATION—m (e) (cb) Nov 150.2 149.9 147.5 133.8 | Orders will be given in dollars, instead 
Non-Institutional, Age 14 & over. Nov 110.1 110.0 108.9 «101.8 | of an index, as formerly. As figures on 
Labor Force ... Nov 64.3 64.0 63.1 57.5 shipments and new orders are now gath- 
Military ... Nov 1.43 1.44 1.41 1.89 | ered from identical plants, month-to-month 
CC | eee me |S SY 62.9 62.6 61.7 55.6 changes in backlogs of unfilled orders can 
Unemployed ne Nov 3.4 3.6 1.8 3.8 | now be computed by taking the difference 
Employed nner | Nov 59.5 59.0 59.9 51.8 | between new orders and shipments. In 
In Agriculture wil Nov 7.9 7.7 8.0 8.0 | October it will be noted, for example, that 
Non-Farm ~ | Nov 51.6 51.3 51.9 43.8 |order backlogs for durable goods rose 
At Work nnn nnnnnennrmnnnnen | Nov 50.1 49.4 50.4 43.2 | $480 million, contrasted with a decline of 
Weekly Hours —._.. ~~» | Nov 40.0 41.3 41.2 42.0 | $233 million for non-durables. October, a 
Man-Hours Weekly—b ...... | Nov 2.00 2.04 2.08 1.82 | year ago, the approaching business reces- 
EMPLOYEES, Non-Farm—m (Ib) Oct. 42.7 435 449 37.2 | Sion was signaled by a drop in new or- 
Reese Oct. 5.9 59 57 46 | ders below shipments for both durable and 
Factory ... Oct. 14.0 14.3 15.5 13.8 | non-durable goods. ” 
Weekly Hours... | Oct. 39.7 39.6 40.0 40.3 : 
Hourly V/age (cents)... | Oct. 139.2 140.7 139.0 78.1 During the week ended November 12, 
Weekly Wage ($) —--.--—--. | Oct. 55.26 55.72 55.60 32.79 |Unemployment was 167,000 smaller 
than a month earlier, while the number of 
RE eNaene {SS} Dec. 13 151.1 151.0 162.6 92.5 | beople actually at work in non-farm pur- 
Retail (cdib) Oct. 185.6 187.2 195.0 116.2 | suits was 704,000 larger and only 244,000 
COST OF LIVING (Ib3) Oct. 168.5 169.6 173.6 100.2 |smaller than a year earlier. Man-hours 
Food Oct. 200.6 204.2 215.2 113.1 | worked, a fairly reliable measure of over- 
Clothing Oct. 186.8 187.2 201.6 113.8 |all business activity, were 3.8% below 
Rent Oct. 121.5 121.2 1187 107.8 | last year. 
RETAIL TRADE—$b ‘k _ M 
Retail Store Sales (cd) _....- Oct. 115 10.98 JI.S5I 4.72 — a. men lin pra ee one pen 
Durable Goods ooncccccccsccnnenenenee | Oct. 3.57 3.53 3.34 1.07 - O <4 a dec sig ' “ve aes Gk 
Non-Durable Goods ............ aah 24a. 7.58 7.45 8.17 3.65 * ctober “sg a tota that was 3. fe ant 
Dep't Store Sales (mrb) | Oct. 084 0.8! me la Oe ee To: 
Retail Sales Credit, End Mo. (rb2).. | Oct. nies any nape pr Pensions and relief payments were up 
13% from last year, while receipts of in- 
MANUFACTURERS’ terest and dividends rose only 3.6%. 
New Orders —$b(cd) Total Oct. 18.5 19.4 19.7 14.6 * * * 
Durable Goods ........... Oct. 7.6 7.6 8.1 7.1 Expenditures on new Construction in 
Non-Durable Goods ...........- ]_ Oct. 10.9 11.8 11.6 7.5 | November, though seasonally below Octo- 
Shipments—$b(cd)—Total Oct. 18.2 19.3 20.5 8.3 | ber, were 6% above a year earlier. Com- 
Durable Goods me | Occ, 7.1 8.0 8.6 4.1 | mercial and industrial building was a little 
Non-Durable Goods ........-. | Oct. Hl 11.3 11.9 4.2. | above October; but 30% below Novem- 
BUSINESS INVENTORIES, End Mo. ber, 1948. Engineering construction awards 
Total—$b (cd) ......... oie ai: 55.1 54.5 58.8 28.6 | in the week ended December 8 spurted to 
Manufacturers’ oo eennnnnne | Oct 30.8 31.0 33.4 16.4 |a new 1949 weekly high—261°% above 
Wholesalers’ Oct. 9.2 9.1 9.7 4.1 | the corresponding week last year. 
Retailers’ _.. Oct. 15.1 14.4 15.7 8.1 * * * 
Dept. Store Stocks (mrb) ——— + ia 2.3 2.1 2.5 1.4 Capital Expenditures for new plant 
BUSINESS ACTIVITY—1—pe Dec. 10 161.3 162.7 -(166.2~—«:141.8 | and equipment, during the second half of 
(M. W.S.)—l—np | Dee. 10 187.1 1888 189.6 146.5 |1949 and first quarter of 1950 are ex- 
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; Latest Previous Pre- 
Wk.or Wk.or Year Pearl PRESENT POSITION AND OUTLOOK 
Date Month Month Ago _ Harbor* 
i INDUSTRIAL PROD.—1—np (rb) Oct. 166 174 195 174 pected to run about 14% less than for the 
0 Mining Oct. 114 119 158 133 corresponding periods a year earlier. Gas 
Durable Goods Mfr._........_-___-_ | Oct. 174 197 231 220 and electric utilities will be the only ex- 
is Non-Durable Goods Mft........... | Oct. 176 172 179 151 ceptions to this curtailment trend. Capital 
ad CARLOADINGS—t—Total Dec. 10 669 695 783 833 expenditures by Class | railroads in the 
i- Manufactures & Miscellaneous... | Dec. 10 326 337 380 379 first quarter of 1950 are expected to be 
)- Mdse. L. C. L Dec. 10 82 84 98 156 more than 40% below the first three 
Grain Dec. 10 48 49 53 43 months of 1949, with equipment expendi- 
wee . ‘ 
: ELEC. POWER Output (Kw.H.)m Dec. 10 5,881 5,743 5,705 3,267 tures off nearly 50°, and road improve- 
. —_— | ments 14%. 
er SOFT COAL, Prod. (st) m Dec. 10 F2 9.2 12.2 10.8 * * * 
5- Cumulative from Jan. I... | Dec. 10 404 395 569 446 . . 
d Stocks, End Mo... |_ Oet. 473 62.1 = 68.7618 During the first 11 months of 1949, 
————— | orders were received for only about 5,000 
oe eg m a - e s a) [new Freight Cars; but car builders are 
rude Output, Daily. ec. i ; ; 3 . . : 
ie Gasoline Stocks Dec. 10 106 105 97 86 — —s by wt — es shor 
w Fuel Oil Stocks Dec. 10 64 66 64 94 — ery ae ag She he 60 
d Heating Oil Stocks... |_ Dee. 10 86 89 78 55 Lie = outhern dictin 7 i 
a me 
on LUMBER, Prod. (bd. ft.) Dec. 10 648 630 560 632 pr gon ea, Ya tas Yee 
¥ , Prod. » ft.) m ec. of as many as 100,000 for 1950; but 
Stocks, End Mo. (bd. ft.) bu. «| Oct. 7.8 7.9 6.9 12.6 similar hopes of a year ago failed to 
we STEEL INGOT PROD. (st.) m Nov. 4.15 0.93 7.80 6.96 | materialize. 
“ Cumulative from Jan, I... | Nov. 70.1 65.9 80.9 74.7 ae 
in ENGINEERING CONSTRUCTION — devaluations have cut export 
at AWARDS—$m (en) Dec. 15 119-302 146 94 | demand for our Machine Tools; but a 
se Cumulative from Jan. In | Dec. 15 7,935 7,816 6,841 5,692 recent pick-u in domestic inquiries en- 
of inicuiene : —————— | courages builders to hope that demand 
from this source may serve to offset th 
a Paperboard, New Orders (st) t Dec. 10 203 260 202 165 4 Snead wi lh ode i ; 7 
i : : : expected foreign decline in foreign ship- 
Hosiery Production (pairs) m Oct. 163 156 142 150  Yebeh ol ts thi ill b 
r- Natural Rubber Consumption (It) t. | Oct. 50.8 44.0 49.6 34.3 oo =e ms yoar wa be 
id Do., Synthetic . Oct. 33.5 32.4 38.4 0.5 | around $255 million sagainst $285 million 
Whiskey, Domestic Sales (tax gals.)m | Oct. 6.1 5.3 6.1 8.1 m 1948, continuing the uninterrupted de- 
Cigars, Domestic Sales—m Oct. 534 532530543 cline that began in 1943. 
2 
“< b—Billions. ch—Census Bureau. cd—Commerce Dept. cd2—Commerce Dept., seasonally adjusted monthly totals at annual rate, before 
of taxes. cdlb—Commerce Dept. (1935-9—100), using Labor Bureau and other Data. e—Estimated. en—Engineering News-Record. |—Seasonally 
adjusted Index (1935-39—100). Ib—Labor Bureau. Ib2—Labor Bureau (1926—100). Ib3—Labor Bureau (1935—I100). It—Long Tons. m— 
Ur- Millions. mpt—At Mills, Publishers, and in Transit. mrb—Magazine of Wall Street, using Federal Reserve Board Data. np.—Without Compen- 
00 sation for Population growth. pc—Per Capita Basis. rh—Federal Reserve Board. rb2—Federal Reserve Board, Instalment and Charge Accounts. 
urs st—Short Tons. t—Thousands. *—1941; November, or Week ended December 6. 
er- 
OW THE MAGAZINE OF WALL STREET COMMON STOCK INDEXES 
No. of 1949 Indexes (Nov. 14, 1936, Cl—100) High Low Dec. 10 Dec. 17 
Issues (1925 Close—1!00), High Low Dec. 10 Dec. 17 100 HIGH PRICED STOCKS._——s—s«8'6.46 71.00 84.82 86.46A 
n- 320 COMBINED AVERAGE _.... 133.4 108.0 130.6 133.4A 100 LOW PRICED STOCKS... 149.98 119.71 145.62 149.98A 
as 4 Agricultural Implements... 205.2 162.1 197.8 203.1 6 Investment Trusts. 72.1 53.9 70.5 72.1C 
ow 10 Aircraft (1927 Cl—100)_..._-1175.3 138.2 161.7 165.8 3 Liquor (1927 Cl—100) _.... 800.7 602.9 792.7 800.7A 
,* 6 Air Lines (1934 Cl—100)_. 454.7 366.1 421.5 417.5 10 Machinery 0 444 115.9 138.9 144.4A 
up Gr Amisement <q. 22 2S. 103.9 75.7 91.5 103.9A > MailrOrder OI 87.1 104.8 105.1A 
in 12 Automobile Accessories 192.4 145.2 189.0 192.4A 3 ‘Meat Packing —. ._ 83.7 63.3 83.2 83.7A 
12 Automobiles 00 29.7 21.3 26.5 27.5 12 Metals, Miscellaneous __.___ 158.1 122.0 144.2 146.3 
3 Baking (1926 Cl—100)_...._ 21.4 18.1 21.4A 21.2 4 Paper 38.8 27.9 37.8 38.8A 
3 Business Machines 249.2 209.0 245.0 249.2A yA TACT ns 255.8 207.1 248.3 255.8A 
in 2 Bus Lines (1926 Cl—100). 148.1 118.3 144.9 148.1A 21 Public Utilities «40.0 102.4 139.3 140.0C 
to- S Chemicais 2 268.1 212.7 261.0 265.1A 6 Radio (1927 Cl—100)_._._ 26.7 13.6 17.8 18.0 
3'Goal Minthg) nw «19 U2 13.2 12.7 9 Railroad Equipment... === 550.0 36.5 43.4 44.3 
m- 4 Communication 39.4 31.8 Es 38.3 2 WGINGGGS oo BEA 17.5 21.1 21.5 
ttle 13 Construction 60.5 47.4 59.1 60.5A 3 Realty 30.4 21.4 29.0 30.4B 
2m- 7 Containers 296.1 240.7 290.0 296.1A 3 Shipbuilding 144.4 120.0 133.5 133.5 
rds 9 Copper & Brass__ 95.8 67.4 80.6 82.3 > Sonmomneg GTA 298.2 325.3 339.4 
2 Dairy Products ee. Ae 53.3 69.4 70.8C 14 Steel & Iron. C«i'.. 77.0 96.4 95.0 
| to 5 Department Stores a: (G79 49.2 57.9A 57.5 3 Sugar 49.7 39.8 49.7A 48.7 
ove 6 Drugs & Toilet Articles _. 181.0 141.6 179.3 181.0A 2 Sulphur 318.6 233.8 315.1 317.1 
2 Finance Companies nine, SBS 246.1 323.2M 322.5 5 Textiles 133.2 100.9 130.0 133.2A 
7 Food Brands ren, OCR 146.0 170.3 175.7A 3 Tires & Rubber i312 26.6 31.0 31.4 
2 Food Stores =. IEG 58.5 94.1 95.6C 6 Tobacco 85.4 67.1 83.9 85.4B 
jant 3 Furniture 70.7 54.7 67.7 68.1 2 Variety Stores onienen, SOOK2 308.3 338.7 342.5 
f of 3 Gold Mining ._———S“79'5: I 566.3 675.9 679.5 17 Unclassified (1948 Cl—1!00) 114.2 93.2 112.0 114.2A 
- New HIGH since: A—1948; B—1947; C—1946; M—1938. 
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Trend of Commodities 





Commodity price indexes, spot and futures, eased off a 
bit in the fortnight ended December 17. Spot prices for 
wheat, cotton, wool, rubber and sugar advanced a little; 
while corn, hides and tin were lower. Rubber and wool prices 
have been strengthened in part by steady purchases in the 
futures markets abroad for the account of Russia and her 
satellites. The Agriculture Department predicts that domestic 
wool production next year will about equal this year's 260 
million pounds, against current annual consumption of ap- 
parel wool of around 330 million, scoured basis. The Depart- 
ment opines that prices to domestic producers may be a 
shade lower next year. Trading in lead futures and tin on 
the Commodity Exchange will be resumed in January, after 
a lapse of eight years. Cotton farmers have voted by an 
unprecedented majority to accept marketing quotas on next 


year's crop. Otherwise, suppor prices would have been re- 
duced to 50% of parity for growers who stayed within their 
acreage allotments, and removed altogether from non- 
compliers. Farmers also, for similar reasons, accepted under 
loud protests, the proposed 22%, cut in next year’s cotton 
acreage. Acreage allotments are based upon production in 
the years 1945-48, with a special privilege of 1944-48 for 
Oklahoma, where the crop was unusually large in 1944. 
Under the devious workings of the law, which also specifies 
a minimum of 5 acres for every grower, the cut ranges from 
7% for Oklahoma to 90% for Nevada. Agriculture Secretary 
Brannan, who is peeved at the Farm Bureau for opposing his 
Utopian plan, says that the law to whose workings protests 
are now being made, was passed under the Bureau’s own 
aggressive support. 
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U. S. DEPARTMENT OF LABOR INDEX OF 28 BASIC COMMODITIES 
Spot Market Prices — August, 1939, equals 100 


Date 2Wk. | Mo.3Mo. 6Mo. I Yr. Dec.6 
Dec. 19 Ago Ago Ago Ago Ago 1941 


247.3 249.4 249.1 250.0 231.0 262.5 156.9 
255.2 260.0 261.2 247.7 236.2 250.8 157.3 
242.2 242.7 241.5 251.4 227.7 270.4 156.6 


28 Basic Commodities 
11 Imported Commodities 
17 Domestic Commodities 


RAW MATERIALS SPOT INDEX 
SEPT. OcT. NOV. DEC. 
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14 Raw Materials, 1923-25 Average equals 100 


Aug. 26, 1939—63.0 Dec. 6, 1941—85.0 
1949 1948 1947 1945 1941 1939 1938 1937 


High _...._. 161.5 162.2 164.0 95.8 85.7 783 658 93.8 
low ______ 1134.9 149.2. 126.4 93.6 74.3 61.6 57.5 64.7 
348 


Date 2Wk. | Mo. 3 Mo. 6Mo. 1 Yr. Dec.6 
Dec. 19 Ago Ago Ago Ago Ago 194! 
. 298.6 298.9 290.1 297.9 294.4 290.6 163.9 

305.2 303.3 300.2 296.3 281.1 283.5 169.2 
226.6 226.9 227.9 229.4 209.7 256.8 148.2 


7 Domestic Agriculture 
12 Foodstuffs 
16 Raw Materials 


COMMODITY FUTURES INDEX 
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Average 1924-26 equals 100 


1949 1948 1947 1945 1941 1939 1938 1937 
igh)... — 139.28 168.63 175.65 106.41 84.60 64.67 54.95 82.44 
Low ..._.._. 122.45 139.83 117.14 93.90 55.45 46.59 45.03 52.03 
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New Conflict Over 
Monetary Policy 
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(Continued from page 323 


find it a troublesome problem at 
the next session. Economic laws 
are rigid and cannot be repealed ; 
continued deficit financing inevit- 
ably brings its own problems and 
penalties, and there is no escape 
from this dilemma. Hence there 
is, also, relatively little doubt 
about the future course since 
there is really very little choice. 

In his reply to questions posed 
by the congressional committee, 
Chairman McCabe of the FRB 
touched on a dozen instances 
where money decisions and open 
market operations were at stake, 
with the Treasury invariably hav- 
ing the final voice. It is likely to 
continue so, and this in turn 
means continuation of easy 
money. There is no reason to ex- 
pect any considerable reversal in 
the trend of interest rates. Any 
abrupt change would be neither 
wise nor desirable. The Treasury 
apparently feels that rate changes 
for economic or debt reasons 
must be extremely carefully timed. 
Certainly it cannot come out 
flatly and inform the market and 
the public that a certain course of 
action is contemplated. 


Caution In Order 


The Treasury’s apparent inten- 
tion to proceed cautiously is com- 
mendable particularly as long as 
the business outlook is still in 
doubt, and it must be added that 
there are many inside the Govern- 
ment who anticipate further d-fla- 
tion rather than inflation. More- 
over, interest rates in the short 
run are determined by demand 
and supply conditions, and the 
supply of loanable funds at pre- 
sent certainly exceeds demand, a 
condition that promises to pre- 
vail for an_ indefinite period. 
Though bank loans latterly have 
been rising after their prolonged 
and sharp drop which began a 
year ago, the rise has been small 
compared to the money supply. 

All around, it will be wise for 
businessmen and investors to key 
their programs and decisions to 
continued low interest rates. As 
far as the bond market is con- 
cerned, indications point to a de- 
sire to stabilize rather than de- 
press the level of bond prices 
following the recent softening of 
the market. 


DECEMBER 31, 1949 


It is reasonable to assume that 
through most of 1950, abundant 
and cheap money will enjoy offi- 
cial favor, especially in view of a 
desire (what with elections com- 
ing up) to do nothing that might 
disturb business. It doesn’t mean 
that the Government is oblivious 
to potential danger inherent in 
credit booms. Instalment credit 
is booming and so is mortgage 
credit, and conceivably at some 
point, checks may eventually be 
applied but hardly in the near 
future. 

Until such time when clear-cut 
action appears imperative, the 
current conflict is likely to con- 
tinue. There is no practical way 
of divorcing credit control from 
public debt management, particu- 
larly in view of the size of the 
debt which is likely to be with us 
for a long time. This being so, 
Congress probably will insist, 
even if the Administration should 
not, that the Federal Reserve Sys- 
tem be run in such a way that it 
will not interfere with Govern- 
ment financing. The needs of the 
latter are bound to remain the 
overriding element in future 
monetary policy. 





Answers to Inquiries 





(Continued from page 343) 


ings and a stronger competitive 
position accomplished as a result 
of the company’s decentralization 
program which started some two 
years ago. In addition to financing 
the costly program out of working 
capital, indebtedness of the com- 
pany was also reduced by $571,000 
during the year. 

Under the decentralization pro- 
gram, the major part of which has 
been completed, ten cushion spring 
plants have been established. Five 
of the plants are strategically lo- 
cated in the eastern states and five 
in the mid-west. 

Production continued at a sub- 
normal rate during the recent steel 
strike, the effect of which is still 
being felt and will result in lower 
sales volume for current quarter. 

Current assets on September 30, 
1949, totaled $3,000,140 and cur- 
rent liabilities $1,450,783, leaving 
net working capital of $1,549,357. 
Net working capital on September 
30, 1948 amounted to $1,529,321. 
Last dividend was 25 cents a share 


on December 31, 1945. 





What ‘‘Toni’’ Did for 
Gillette 





(Continued from page 337) 


and especially for blades. In the 
highly competitive brushless 
shave cream field, also, the com- 
pany’s reputation for a good prod- 
uct was enhanced to the benefit 
of over-all sales in recent years. 

In order that our readers may 
more clearly envisage the prog- 
ress of Gillette Safety Razor Com- 
pany in the last decade, we ap- 
pend a statistical table that re- 
veals interesting data from year 
to year. Annual volume, sales per 
share, margins, net income and 
dividends are shown, together 
with the price range in each year. 
Similar figures are presented 
bearing on results in the first nine 
months of the current year. On 
another table balance sheet data 
for 1949 and 1948 facilitate com- 
parisons between the two periods. 

It will be observed how steadily 
the company’s volume has risen 
in each year of the past decade, 
with the rate greatly accelerated 
by the acquisition of “Toni” early 
in 1948. Net profit margins, on 
the other hand, have tended to 
narrow somewhat since 1946, al- 
though net income on enlarged 
volume has improved. In this con- 
nection it is important to analyze 
operations for the first nine 
months of 1949 more closely than 
the mere figures permit. 

Because dealers handling 
“Toni” sets were rather heavily 
stocked early in the current year 
and deliveries of the new spin 
curlers would not be made until 
mid-year, it was natural that 
sales in this division temporarily 
declined. In the September quar- 
ter, though, total volume of Gil- 
lette rose to $28.1 million com- 
pared with $24.8 million the year 
before, and net profits of $2.13 
per share were the highest for 
any three months period in the 
company’s 48-year history. This 
improvement was largely due to 
a sharp uptrend in “‘Toni”’ sales. 

Should this recent gain hold 
through the final quarter, it is 
possible that 1949 earnings may 
equal approximately $6 a share, 
provided the company does not 
make unusually large adjustments 
at the year-end to allow for losses 
on foreign currencies. About a 
third of Gillette’s huge output of 
razor blades is absorbed in for- 
eign markets, and the company 
operates plants in England, 
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France, Switzerland, Germany, 
Argentina, Brazil and Mexico, in 
most of which countries currency 
devaluations have occurred last 
September. While large reserves 
have been established to offset 
currency problems, it is uncer- 
tain as yet whether they have to 
be expanded. 

Turning to the balance sheets, 
it will be seen that total assets at 
the end of 1948 were almost ex- 
actly three times their size in 
1940. Total current assets rose at 
an even faster pace, expanding 
nearly six-fold, though this car- 
ries less significance because of a 
sharp rise in current liabilities. 
Hence a current ratio of 1.7 in 
1948 seemed rather tight com- 
pared with 3.7 in 1940. As we 
have previously pointed out, how- 
ever, borrowing of $5 million to 
finance the purchase of “Toni” in 
1948 abnormally increased short 
terms debts. Since then these have 
all been retired and the 1949 bal- 
ance sheet should reveal a very 
sound financial position. 

In the calendar year 1949, 
shareholders in Gillette will have 
received aggregate dividends of 
$3.25 a share, same as in 1948. 
Late in 1948 the directors de- 
clared a year-end dividend of 75 
cents a share payable in January 
1949. Similar action was recently 
taken but the amount payable as 
an extra after the turn of the year 
was raised to $1 per share. As 
earnings seem likely to assure sta- 
bility of the 6214 cents a share 
quarterly dividends, it is probable 
that stockholders can count on at 
least $3.50 per share in 1950. 

While it remains to be seen how 
profitable the purchase of “Toni” 
by Gillette will prove in the long 
run, the recent price of 3634, for 
Gillette appears rather conserva- 
tive in view of earnings poten- 
tials if all goes well. The price 
range for 1949 has been: high 
3714, low: 24. Based on a rather 
clearly indicated dividend of $3.50 
for 1950, the current yield is 
about 9.5%. Considering the com- 
pany’s long unbroken dividend 
record and its sound fundamen- 
tals aside from “Toni,” the shares 
in our opinion are not without 
speculative appeal. 





An Important Study of 
Common Stock Yields 





(Continued from page 331) 


Record consumption of carpet 
wools in the final months of 1949 
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indicates that the carpet industry 
has recovered from its readjust- 
ment pangs and snapped back into 
great activity. Advanced prices 
also confirm this surmise, while 
also pointing to a partial restora- 
tion of margins from their de- 
pressed level due to high wool cost 
in the third quarter. Bigelow San- 
ford Carpet Company’s shares at 
a recent price of 2534, yield 9.3% 
based on regular quarterly divi- 
dende of 60 cents a share paid 
through 1949. Because of oper- 
ating handicaps through most of 
the year, net for the current year 
will not cover dividends by a very 
ample margin, though the recent 
comeback may hold in 1950, in the 
view of the management. In any 
event, the current high yield in 
this case is somewhat of a danger 
signal. The strong fundamentals 
of this concern, however, suggest 
that even if the quarterly rate 
were cut to, say 40 cents, a yield 
of better than 6% would still 
carry a good deal of appeal. 


Eastman Kodak 


Going to the other extreme -we 
find shares of Eastman Kodak 
company at 46% close to their 
high for the year and yielding 
only 3.6%. Considering that sales 
of photographic equipment have 
slumped severely this year, the 
present price and yield attests to 
the high regard of investors for 
Eastman Kodak shares because 
of the company’s outstanding re- 
cord. It will be noted that at no 
time in the past two years has the 
price of these shares receded suf- 
ficiently to raise the yield above 
4.4%. 

In contrast, the equities of 
Deere & Company, one of the 
oldest and strongest concerns in 
the farm equipment industry, 
yield a striking 12.5% at their 
recent price of 39%. If the shares 
had been purchased at their 1949 
low of 301% the yield would have 
been no less than 16.6%. This 
very high return was occasioned 
by record earnings in the current 
year that warranted payment of 
a $3.50 per share dividend in De- 
cember, bringing the total for1949 
to $5. As Deere earned $8.82 per 
share in nine months ended July 
31, 1949, it is plain that coverage 
of these liberal dividends was 
ample. The current high yield of 
course reflects uncertainty as to 


how long the company can con- 
tinue to earn such large amounts. 
This is understandable because 
in the decade prior to 1949, an- 
nual dividends averaged only 
$1.35 per share, and in the 1932- 
36 period they were omitted. 

On the other hand, while farm 
income has developed a down- 
trend, Government price supports 
are bound to sustain agricultural 
purchasing power at a high level 
indefinitely, and the farmers have 
vast cash resources to spend. 
Hence Deere & Company next 
year has a bright outlook, though 
earnings may be smaller. On the 
whole it would seem that shares 
at current prices had rather ade- 
quately discounted the prospects 
of smaller dividends next year, 
for if $1 a share less were paid, 
the yield would still be around 
10%. For a long term pull, 
though, the current price may not 
constitute a bargain level. 

As rayon output, following a 
sharp drop in the first six months, 
has now climbed back to its 1948 
level, the shares of some of the 
stronger concerns in this industry 
deserve considerable study in 
view of their present liberal 
yields. Take Celanese Corporation 
for example. At 333% these equi- 
ties provide a return of 7.2% 
based on 1949 dividends of $2.40 
a share. True, net earnings of 
$1.58 per share for the first nine 
months compared very unfavor- 
ably with $4.99 in the same inter- 
val of 1949, but the decline was 
due to temporary factors that in- 
duced a sharp drop in volume. 

Presently this trend has re- 
versed and there is little doubt that 
demand for rayon products will 
stabilize at a satisfactory level in 
the coming year. Celanese has 
spent very large sums to expand 
its facilities in postwar and is 
strongly situated to meet compe- 
tition. There is little ahead to sug- 
gest that the current yield of 
7.2% on these shares will not 
prove dependable for some time 
to come. 


High Yields on Motor Shares 


A current yield of 8.1% on 
Chrysler shares and 11.4% on 
General Motors obviously seems 
high, in view of the fine record, 
strong finances and firmly estab- 
lished position of these two lead- 
ers. Though their earnings may 
dip in 1950, the coming year has 
Many encouraging aspects. New 
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car demand shows every evidence 
of remaining very substantial 
for at least the first six months, 
if not longer. Because Chrysler’s 
dividends this year have been very 
conservative in relation to record 
earnings, their chances for sta- 
bility in 1950 are enhanced. 

General Motors, though, by de- 
claring a year-end extra of $4.25 
per share brought the total for 
the year to $8 or about 62% of 
estimated net earnings. This per- 
centage would be more in line 
with prewar experience and the 
management has hinted that a 
larger share of net than in recent 
years may continue to be paid. As 
there is considerable doubt that 
earnings in 1950 will match the 
estimated $13 per share for 1949, 
next year’s dividends are likely to 
be smaller. The yield could be 
reduced by half, on the other 
hand, and yet represent an ex- 
cellent return on such quality 
shares as GM. 

By and large, our table shows a 
good many instances where cur- 
rent favorable yields may hold 
next year or where at least the 
cushion seems ample to prevent 
a decline to unsatisfactory levels. 
A trend, though seems under way 
that may bring the general run 
of yields down, as investors bid 
up prices in their search for im- 
proved returns on their money. 

Another appended table shows 
how the average yield of all divi- 
dend paying stocks on the New 
York Stock Exchange, based on 
year-end market prices, has varied 
from year to year in the last dec- 
ade. Allowing for abnormal years, 
the generally satisfactory return 
is significant to consider, as many 
investors apparently are begin- 
ing to realize. 





Canada After Devaluation 





(Continued from page 329) 


Marshall Plan spending, and Can- 
ada’s own ability to earn and save 
dollars. 

While the introduction of new 
industries and the development of 
such natural resources as oil with 
the help of American capital will 
in the future make for the reduc- 
tion of the dollar deficit, it will at 
the same time make it difficult for 
the Britislt to increase their sales 
in the Dominion. The surveys made 
by British industrialists complain 
that the range of products that can 
be sold in Canada is, as in the case 
of the United States, limited to 
specialties, and that the mass pop- 
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ular market is out of reach because 
of lower production costs in the 
Dominion. 

Canada, like the United States, 
made great progress during and 
after the war in expanding and 
diversifying its production facili- 
ties. As a matter of fact, the ex- 
pansion of manufacturing during 
and after the war has been rela- 
tively greater than in this country. 
This will be borne out by the third 
accompanying table which shows 
a great advance made in steel and 
non-ferrous metal processing, in 
the output of machinery of various 
kinds, in chemical industries, and 
in the development of synthetic 
rubber production. 

It is claimed that over 200 in- 
dustrial products formerly im- 
ported from abroad are now being 
supplied by the Dominion’s own 
factories. Although they are not 
as self-sufficient as the people in 
the United States, and probably 
never will be, the Canadians can 
boast of a wider choice of domesti- 
cally produced goods than at any 
previous time. 


It is quite natural that, as a re- 
sult of these accomplishments, 
Canada has been looking more and 
more to her own market for main- 
tenance of high business activity. 
In this respect she is being helped 
by the expansion of the purchas- 
ing power of her people, whose na- 
tional income at present exceeds 
$16 billion a year. There has also 
been an unusually large expansion 
of population. 

Since the war, because of the 
high birthrate and immigration, 
the population of Canada has been 
growing at a rate better than 300,- 
000 a year, equivalent to about 3.3 
million for the United States or 
twice as fast as before the war. 
Including the new tenth province, 
Newfoundland, the Canadian pop- 
ulation is expected to reach the 
14 million figure in 1950. 

The growing importance of the 
home market is reflected in the 
decline of exports in relation to the 
total gross national product. In 
1937, for example, exports of 
goods and services accounted for 
over 30 per cent of the gross na- 
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tional product. The 1948 figure was 
26.3 per cent, and in 1949 it will 
be even smaller. While Canada con- 
tinues to be foreign trade conscious 
to a far greater degree than the 
United States, and would like to 
see even more than we would, the 
re-establishment of a free conver- 
tibility of major world currencies 
other than the dollar, there has 
been a noticeable growth of protec- 
tionism. The billion dollar Cana- 
dian textile industry is protesting 
the invasion of British textiles, 
and so are the shipyards and the 
manufacturers of tools and ma- 
chines. 

Generally speaking, business 
prospects in Canada are closely 
tied to this country. The prospects 
of increased business activity here 
during the first half of 1950 en- 
sure continuation of the boom in 
the Dominion also. Increased re- 
quirements of such Canadian prod- 
ucts as non-ferrous metals, timber, 
wood pulp, newsprint, asbestos, 
and even certain food products 
may help to reduce the Dominion 
dollar deficit and avoid further re- 
strictions in the imports from this 
country. But there are still other 
elements that impart strength to 
Canadian business prospects. 


In the first place, there is a huge 
capital expenditure program — 
relatively greater than in this 
country. This is because Canada 
started on the postwar capital 
spending program somewhat later 
than we did for the simple reason 
that she could not obtain machin- 
ery and equipment until our needs 
were satisfied. Furthermore, the 
development of water power re- 
sources in Ontario, of petroleum 
fields in Alberta, of iron deposits 
in Ontario and Quebec, and so on 
down the line, is bound to be an- 
other sustaining influence for busi- 
ness — not to mention the natural 
growth and broadening of Cana- 
dian economy. All this should make 
Canada’s business prospects less 
vulnerable even if Canadian im- 
ports and exports should fall off in 
1950, as they probably will, if Mr. 
C. D. Howe, Minister of Trade and 
Commerce, is right. 


Government Finances 


There is still another factor that 
points to the stability of business 
in Canada. This is the Dominion’s 
finances. The Federal govern- 
ment’s income and expenditures 
are to be balanced during the 1950- 
51 fiscal year (starting next April) 
at about $2.4 billion (equivalent to 
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about $27 billion for the United 
States). One reason for the rela- 
tively much lower budget are much 
smaller defense expenditures, prac- 
tically no foreign aid program, and 
veteran expenditures which on a 
per capita basis come to about $20 
as compared with about $80 for 
the United States. The current 
budget is expected to show a sur- 
plus of about $500 million. With 
the Federal Government comfort- 
ably in the black, the nation can 
afford to let up on taxes. 

Hence, except for the uncer- 
tainty about earnings of Marshall 
Plan dollars later in 1950, the busi- 
ness prospects in Canada _ look 
good, laregly as a result of unusual 
growth of the internal market. 





Airlines Battling the Rails 
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no doubt must direct attention to 
possibilities of curtailing marginal 
passenger service and replacing 
branch lines with bus transporta- 
tion. Only by achieving economies 
in operation and by improvement 
in main line service can the rail- 
roads effectively meet competition 
from airlines now that rates have 
become so keenly competitive. 

Perhaps persons unaccustomed 
to traveling are unaware of the ex- 
tent to which recent fare adjust- 
ments have brought travel costs 
by air about in line with those on 
railroads. Increased fares averag- 
ing about 12.5 per cent went into 
effect on most Eastern roads about 
a month ago. On the other hand, 
principal competing airlines have 
been introducing so-called coach 
service — that is, without meals 
and other extras on older model 
planes at off-peak hours. As an ex- 
ample, a trip from New York to 
Florida might cost about $50 in- 
stead of $80. The result of such ad- 
justments has been to bring air 
coach fares between New York and 
Chicago slightly lower than train 
fare. 

While one-way air fares in East- 
ern territory are a trifle lower be- 
tween New York and mid-western 
cities, including Cleveland and De- 
troit, round trip concessions made 
by the railroads still give them a 
comfortable margin. Round trip 
reductions ordinarily are unavail- 
able for coach service on airlines, 
although on first class planes, sav- 
ings of 10 to 15 per cent on a one- 
way ticket are offered. 

Low cost air travel has been 
authorized for transcontinental 


flights, and leading airlines are 
preparing to introduce coach ser- 
vice between New York and the 
Pacific Coast. Northwest Airlines 
is experimenting with the idea in 
service to Alaska. Moreover, on 
the Pacific Coast, rate competition 
has intensified on relatively short 
distances. Several so-called irreg- 
ular carriers have introduced air 
coach service between San Fran- 
cisco and Los Angeles at approxi- 
mately 3 cents a mile—less than 
$10 for the 325-mile flight. This 
compares with $7.50 coach fare 
charged by the Southern Pacific 
for a 470-mile rail run. Hence, for 
an additional cost of less than 
$2.50, the traveler may save more 
than six hours in traveling time. 

Competing carriers have com- 
plained to Washington, but be- 
cause most of the lines offering 
the service are intrastate opera- 
tors, it is uncertain whether the 
Civil Aeronautics Board officials 
have sufficient authority to inter- 
vene. This development suggests 
the extent to which competition 
may develop in densely populated 
areas. Transportation at 3 cents a 
mile affords little profit, it is gen- 
erally admitted, even for carriers 
which are permitted to operate un- 
der less rigid regulations than en- 
forced by the C.A.B. Although the 
idea may spread, particularly if 
more eqiupment becomes available 
for independent lines of this type, 
it seems doubtful whether it could 
be adapted to Eastern areas where 
crossing of state boundaries would 
bring operations under jurisdic- 
tion of Federal agencies. 


While airline competition pre- 
sents a very real and perhaps omi- 
nous threat to rail passenger 
traffic, so far as railroad securities 
are concerned, it appears as though 
the dramatic aspects of this rival- 
ry may be obscuring actual finan- 
cial details. From the railroads’ 
viewpoint, for example, there is 
some question as to whether many 
carriers consider passenger busi- 
ness worth while. Were it not for 
governmental regulations, some 
roads would go further toward dis- 
couraging all but freight traffic. 


Competition Not Entirely 
Unwelcome 


Accordingly, more ‘aggressive 
competition from airlines is not 
entirely unwelcome so far as many 
Eastern roads are concerned, 
whose managements would like to 
curtail unprofitable operations. 
This viewpoint explains in a way 
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the decision of Eastern carriers to 
put into effect increases authorized 
by the Interstate Commerce Com- 
mission over opposition of a com- 
mission minority which felt a sol- 
uation of the problem lay in reduc- 
ing fares to stimulate travel and 
enlarge revenues. Practical rail- 
road operating executives main- 
tained that lower fares would only 
add to their expense ratio and that 
freight business could not hope to 
absorb increased passenger costs. 
Whether or not the correct analy- 
sis is that presented by the rail- 
roads or is represented by the com- 
mission minority remains to be 
seen, 


tailroad economists argue that, 
with labor costs still rising, it is 
impossible to compete with the pri- 
vate automobile as a means of 
transportation. The railroad can 
offer convenience, comfort and a 
greater degree of safety than af- 
forded by almost any other method 
of regular transportation. Rates 
are not prohibitive, it is contended, 
and managements doubt that in- 
creased fares will drive any impor- 
tant proportion of traffic to other 
routes. Any decline in passenger 
traffic would enable railroads to 
take off a train here and there at 
savings commensurate with loss of 
revenue. Elimination of service at 
off-peak periods of the day affords 
important economies, for such op- 
erations account for principal fin- 
ancial losses. 


Threat to Rail Freight 


Lest there be any misunder- 
standing, it should be stressed that 
the railroads by no means welcome 
competition from airlines, for they 
fear that over the years, this form 
of transportation is apt to become 
a dangerous competitor for profit- 
able long haul freight business. 
Bulky, cumbersome merchandise 
—such as coal, heavy machinery, 
lumber, livestock, etc. for example 
— almost certainly will move by 
railroad wherever possible, but a 
large volume of light goods, espe- 
cially perishables, is susceptible to 
air competition. Railroad execu- 
tives no doubt have ample reason 
for anxiety over the threat of di- 
version of such business, especial- 
ly in such lines that afford wide 
profit margins and where fast de- 
livery is a factor. 

Enlargement of passenger traf- 
fic that now seems assured by 
boosts in rail fares and by intro- 
duction of air coach service may 
prove to be an opening wedge in 
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the airlines’ battle for a greater 
share of the nation’s freight vol- 
ume. It is axiomatic that growth 
in traffic on airlines means in- 
creased profits and improvement in 
service. This foundation paves the 
way for eventual keener competi- 
tion in freight. 

The air transport industry ap- 
pears to have experienced its best 
peacetime year as the result of 
more adequate mail pay allow- 
ances, benefits of operating effici- 
ency and greater regularity of ser- 
vice achieved partly as a result of 
introduction of family fare promo- 
tions and air coach service. Tax 
benefits accruing from “carry- 
back” provisions of the internal 
revenue code have enabled even the 
most marginal lines to strengthen 
their cash position. Accordingly, 
the industry is well prepared to 
pursue its battle for a greater 
share of available passenger 
traffic. 

The time may be approaching 
when Government authorities will 
be persuaded to grant assistance 
to the railroads. Remedial meas- 
ures were effected for the airlines 
in the interest of national defense 
only after the President appointed 
a special commission to make rec- 
ommendations and Congress em- 
powered another committee to in- 
vestigate the situation. The same 
case can be made out for the rail- 
roads of the country. An efficient 
transportation system is essential 
to successful military prepared- 
ness in an emergency. Under the 
circumstances perhaps it is not 
surprising to hear proposals for 
Government relief for the carriers. 


The Earnings Picture 


Just how well the airlines have 
done recently from a profit stand- 
point is shown in the accompany- 
ing table. Whereas in 1947, net 
deficits were the general rule, with 
only two exceptions, a strong trend 
towards more satisfactory results 
was apparent in 1948. This year, 
in 1949, every air transportation 
company listed in our table has 
shown a net profit on basis of re- 
sults for the first nine months, and 
the year is likely to go down as the 
best in the industry’s history. 

This improvement has found ex- 
pression in share prices for airline 
equities, most of which have risen 
substantially from their 1948-49 
lows, but the fact that no divi- 
dendsare paid (with one exception) 
has served to moderate market 
progress of shares. Their future 


growth potentials, however, are 
undeniable though at present, most 
of them remain highly speculative, 
particularly in view of vulnerabil- 
ity to possible mail rate reductions 
and existing basic problems. In the 
circumstances, it is advisable that 
any desired commitments be con- 
fined to the stronger companies 
such as Eastern Airlines and Am- 
erican Airlines. 


Fourth Quarter Dip 


While 1949 for most air lines 
was by far the best year, traffic 
and earnings have proved some- 
what disappointing during the 
latter part of the fourth quarter, 
with traffic in some _ instances 
dropping below a year ago. This 
contrasts with an average gain 
in passenger miles of 12% to 15% 
for the first ten months of 1949 
over the like period of 1948. 

The dip in November and par- 
ticularly in early December fol- 
lowed a series of airline accidents 
which usually cause a temporary 
falling off of passenger traffic. 
Hence traffic during the Christ- 
mas season will be somewhat in 
the nature of a new test of the 
public’s attitude towards flying. 

Generally, however, airline ex- 
ecutives anticipate a reasonably 
good increase in traffic in 1950 
over 1949. Introduction of addi- 
tional air coach service and incen- 
tive fare plans are expected to 
help accelerate normal _ traffic 
growth. 

By and large, the air safety re- 
cord of scheduled airlines im- 
proved this year. Domestic air- 
lines up to early December flew 
more than six billion passenger 
miles with 91 passenger fatalities. 
That means approximately 1.2 
fatalities per 100 million passen- 
ger miles flown, compared with 
1.3 passenger fatalities in 1948 
and 3.2 in 1947. 





How Federal Regulation Has 
Changed Structure of 
American Capitalism 





(Continued from page 318) 


goal the importance of which far 
transcends mere financial aspects. 
For if Government risk capital 
were to succeed private risk capi- 
tal, as some seriously suggest as 
a way out of the present dilemma, 
it would mean the beginning of 
the end of our capitalistic era. 
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bullish tone but this is contra- 
dicted to some extent by the slug- 
gishness of the commodity mar- 
kets. Fact is that commodity 
prices for the most part remain 
sticky. Even the usually volatile 
spot prices aren’t moving around 
much lately. One reason why they 
aren’t going down much are inflex- 
ible costs. And the supply-demand 
situation at present argues against 
most of them doing much on the 
upside. Spot commodity prices 
turned up at the end of June but 
the rally received a setback by for- 
eign currency devaluations though 
it didn’t last long nor carried deep. 
A more recent rallying attempt 
failed to get far. Apparently those 
who make the markets have no 
firm conviction that higher prices 
will stay. By all odds, commodity 
trading has failed to match the 
zest and vigor of equity trading. 
Inflation fears, in other words, are 
discounted by commodity markets. 
It is a moot question to what ex- 
tent they may have been behind 
the rise in stocks. On basis of logic, 
there is little to substantiate them 
at this time. We are rather inclined 
to see a revival of the downtrend 
in commodities once the present 
post-strike spurt in industrial pro- 
duction has run its course. If so, 
it could easily affect stocks as well. 
Perhaps this is looking too far 
ahead; but commodities deserve 
watching. 





Dynamic Growth Companies 
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beginning about half a century 
ago, Dow Chemical Company has 
attained large size, with its growth 
greatly accelerated in the last 12 
years. A volume of $200 million in 
fiscal 1949 compared with sales of 
$24.8 million in 1938. While the 
backbone of Dow’s business has al- 
ways been production of chlorine 
and bromides, the company’s ac- 
tivities have been much expanded 
to embrace production of inorganic 
and organic chemicals, magnes- 
ium, agricultural chemicals, dyes, 
plastics and similar items. 

As a result of diversification and 
vigorous sales policies, net earn- 
ings have increased almost six-fold 
since shortly before the late war 
began. While annual dividends 
have not kept pace with enlarged 
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earnings, distribution of $1.30 per 
share in 1949 established a peak. 
As it looks now, earnings in the 
fiscal year ending May 31, 1950, 
may compare favorably with the 
$4.44 a share reported in fiscal 
1949, hence the outlook for in- 
creased dividends, either in cash 
or stock, is encouraging. In any 
event, it can be safely assumed 
that this enterprise has by no 
means reached maturity. 


Minnesota Mining & Mfg. 


Another outstanding example of 
where special product appeal and 
diversification have aided in long 
term growth is Minnesota Mining 
& Manufacturing Company. This 
enterprise started in 1902 with 
abrasives as its main product, 
gradually expanding its output to 
include rubber tubes and other 
rubber goods, as well as related re- 
pair equipment. While coated 
abrasives in wide demand by num- 
erous industries still account for 
substantial sales, what especially 
stimulated the company’s growth 
was the development of “Scotch 
Tape.” More recently, the introduc- 
tion of such novelties as “Scotch” 
sound recording magnetic tape, 
and a dry film bonding agent called 
“Scotchweld,” plus ‘“Scotchlite,” 
the extraordinary reflective sheet- 
ing material used for highway 
marking, has increased M. M. & 
M.’s business at a rapid clip. 


Since 1941, the company’s net 
income has rather consistently in- 
creased from about $750,000 to 
$13.2 million in 1948, with indica- 
tions that 1949 net will reach a new 
high record. The company’s long 
list of useful products and its prov- 
en ingenuity in developing new 
items of exceptional appeal sug- 
gest that market saturation is a 
long time off. In relation to divi- 
dends of $2.60 per share paid in 
1949, earnings of probably $6.50 
a share this year provide broad 
coverage and leave room for in- 
creased liberality to shareholders 
over the near term. 


Minneapolis Honeywell 


The development of automatic 
heat controls for residential and 
industrial uses has measurably in- 
creased the business of Minne- 
apolis Honeywell Regulator Com- 
pany in the two last decades. The 
company’s volume expanded from 
a level of $6.2 million in 1929 to 
a peak of $84.3 million in 1945, a 
year in which war production pre- 
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dominated. Indicated sales of 
around $64 million for 1949 would 
still be a peacetime record about 
ten times as high as twenty years 
before and about four times great- 
er than in 1940. 


Such growth promotes confi- 
dence in the future, for the com- 
pany’s special devices have seem- 
ingly greater sales potentials than 
ever. It is interesting to note that 
earnings have consistently in- 
creased from $1.13 per share in 
1929 to $4.49 in 1948 and how div- 
idends, also, have grown from 49 
cents a share in 1929 to $2.6214 
in the current year; prospective 
net earnings of close to $5 a share 
in 1949 may lead to further 1m- 
provement. 


Sperry Corporation 


The growth of Sperry Corpo- 
ration over a period of only fif- 
teen years has verged on the 
spectacular. This is well shown 
by contrasting volume of $3.2 mil- 
lion in 1934 with $120 million in 
1948. Even this latter figure 
would seem small compared with 
sales of $291 million in 1945, but 
of course this peak was abnor- 
mally distorted by war produc- 
tion. What sparked the original 
growth of Sperry was the de- 
velopment of its famous gyro- 
scope, but in recent years produc- 
tion has broadened to include 
a wide array of both military 
items and consumer goods. More 
important than much increased 
sales has been a record showing 
that earnings in the past seven 
years have averaged better than 
$3.50 per share, reaching an all 
time high of $4.32 last year, 
whereas in 1937 a net of $1.45 a 
share was a high till then. 

Diversification in recent years 
has largely accounted for the mar- 
ked progress of Sperry Corpora- 
tion, and policies in this direction 
have been broadened especially in 
postwar. The company’s gyro- 
scope, fire control and electronics 
divisions continue to benefit from 
large military contracts that 
swelled backlog orders to a total 
of $130 million last June. But ac- 
quisition of several concerns in 
unrelated fields has importantly 
broadened over-all activities and 
should tend to stabilize volume 
henceforth. 

Subsidiaries with an_ estab- 
lished trade position now manu- 
facture hydraulic variable speed 
transmissions, garden tractors, 
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Welghing the assets 
behind each share 


Do low-priced stocks have any place in the in- 
vestor’s portfolio? 


For the man with an ample retirement income—who 
can live comfortably on the interest from government 
bonds—the answer is “no.” But, for the average in- 
vestor who is still building toward financial inde- 
pendence—who needs capital growth to offset high 
living costs and taxes—the answer is decidedly “YES.” 


THE INVESTMENT AND Business Forecast of The 
Magazine of Wall Street is designed to aid you as an 
investor. It is not offered to the in-and-out trader. But, 
because low-priced shares have huge profit advan- 
tages, especially during certain times, we have under- 
taken exhaustive studies which are enabling us to use 
equities in the lower price ranges with great success 
in expanding the productive power of your capital. 


Now ...A Complete, Supervised Program in 
Low Priced Shares for Large Percentage Profits 


Low priced stocks vary just as much in quality and in 
profit and income prospects as do securities in any 
other price category. Some “cheap” stocks are not 
worth the few dollars at which they are quoted. Others 
are strong, undervalued growth situations with consid- 
erable intrinsic merit. 


Convinced of the outstanding profits that well selected 
low-priced stocks offer, THE ForEcAST devotes a com- 
plete program to such growth companies—strategi- 
cally placed—which have realistically adjusted their 
positions to the 1950 outlook. 


Our records Research through the years shows 


show 3 to 1 that the 100 most active low-priced 
gains in common shares—which we have 
low-priced priced and charted weekly—out- 


shares stripped the general market by 
more than 3 to 1. 


An Investment Approach to 


LOW-PRICED STOCKS 








Measuring earnings 
and dividends 


Enroll Now for Our Low-Priced Stock Program 


Join our discriminating clientele now to share fully in 
our 1950 program which we believe will add sub- 
stantially to our profit record for, as opportunities de- 
velop, low-priced stocks of unusual promise will be 
definitely recommended. 


Every stock selected is carefully supervised. You 
are kept up-to-date on all new developments re 
garding each company represented — and are never 
left in doubt as to the precise action to take. Specific, 
unhedged advice tells you what and when to buy and 
when to sell. In addition, your enrollment entitles you 
to consult us on your present holdings, 12 at a time, 
so your least attractive issues can be weeded out and 
the funds directed into our definite recommendations 
according to your capital and objectives. 


Special Plan for a Rounded Program 


To enable you to diversify, THE Forecast also has a 
complete, supervised program devoted to top-grade 
stocks and good bonds for security of principal, 6% 
to 8% income, plus enhancement. Part of your funds 
can be used in this program. 


Because only progressive companies are selected — 
fortified by excellent financial and competitive posi- 
tions and with ample earnings to maintain dividend 
distributions — their capital enhancement will be 
spurred as investment demand becomes insistent. We 
will advise you what and when to buy and when to 
sell . . . when to contract or expand your position. 


Recommendations in all three of our specialized pro- 
grams are now being considered, so your subscription 
today will enable you to participate from the time 
they are initially made. By mailing the coupon below, 
therefore, you can enroll now . . . sell your weaker 
issues and benefit fully from Forecast Service. 








FREE SERVICE TO FEBRUARY |, 1950 





ail Coupon 
Today! 
Special Offer 


SERVICE 


C) $8.00 one year. 


Name 


THE INVESTMENT AND BUSINESS FORECAST 
of The Magazine of Wall Street, 90 Broad Street, New York 4, N. Y. 


$4.00 six months; 


I enclose [] $60 for 6 months’ subscription; [] $100 for a year’s subscription. 


(Service to start at once but date from February 1, 1950) 


SPECIAL MAIL SERVICE ON BULLETINS 
Air Mail: 1 $1.00 six months; [J $2.00 


( Telegraph me collect in anticipation of 
important market turning points... when 
to buy and when to sell . . . when to ex- 





MONTHS’ 
l SERVICE $100 Address 





Complete service will start at 





once but date from February 1. 
Subscriptions to The Forecast 
are deductible for tax purposes. 
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packaging machinery, farm 
equipment, aluminum roofing, 
letter-press printers and a long 
list of other specialties. So exten- 
sive are market potentials for 
many of these varied products 
that the prospects for the com- 
pany’s well sustained growth are 
quite encouraging. Conservative 
dividends of $2 per share paid 
last year appear stable, with a 
fair prospect for improvement in 
due course. ; 

By and large, the companies on 
our table have all established rec- 
ords for dynamic growth and for 
special reasons frequently not dif- 
ficult to uncover. By study of our 
general comments and of the sta- 
tistical evidence, our readers may 
find clues to a selection of many 
growth situations that warrant in- 
clusion in a portfolio where both 
steady income and reasonable ap- 
preciation potentials are desired. 





Has Market Discounted 
First Quarter? 





(Continued from page 315) 


ing in pretty obvious over-build- 
ing in an increasing number of 
localities, and a gradually stiffen- 
ing attitude by FHA on projects 
seeking approval. 

Total dividends are running 
slightly above year-ago levels. 
They should be pretty well main- 
tained through at least the first 
half of 1950, despite the continu- 
ing slow downtrend in total cor- 
porate profits; but the good news 
on year-end payments is out of 
the way. First-quarter payments 
will be at least seasonally down, 
and thus devoid of any general 
stimulus for the market. 

High-grade bond yields have 
recently dipped to a new low since 
1947. This is theoretically and 
mildly favorably for the stock 
market, tending to make reason- 
ably secure dividend yields pro- 
portionately more attractive. How- 
ever, the “proportions” involved 
will remain very slight. The bond 
market is dominated by institu- 
tions and dealers, who in turn 
are dominated by their week-to- 
week, if not day-to-day, guesses 
as to what the central banking 
authorities and the Treasury may 
do. A gesture from the authori- 
ties could erase recent modest 
gains in bond prices as readily 
as they were chalked up. 

Attention will soon shift to 
politics — to Truman programs 
and maneuvers, the budget, tax 
proposals and guesses as to what 
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BOOK REVIEW 











HUMAN ACTION 
By Ludwig Von Mises 

This book is the counterweight of 
Marx’s Das Kapital, of Lord Keynes’ 
General Theory, and of countless other 
books recommending socialization, plan- 
ning, credit expansion, and similar pan- 
aceas. Ludwig von Mises is internation- 
ally known as the head of the “Austrian 
school” of economics, the teacher of F. 
A. von Hayek and of many other econ- 
omists, who largely through him have 
come to know economics as an inquiry 
into human action, based on, principles 
no less rigorous than those of the na- 
tural sciences. Much of his earlier writ- 
ing, although published in the confident 
years before the appearance of the 
police states of Europe, predicted the 
catastrophic results of government in- 
tervention and inevitable trend to total 
power of the best-intentioned socialism. 
In this analysis of the fundamental 
drives to action of human beings, he 
shows why only the free market and 
free enterprise can produce that out- 
pouring of goods and services that is 
democratically controlled by the daily 
decisions of buyers who prefer one prod- 
uct to another, and why it is that every 
other system substitutes the opinion of 
a small group which determines what 
the public should want or what is good 
for it (or good for the small group). 
Professor von Mises’ approach bears 
little relation to what is usually taught 
in classrooms or to the hopeful, revolu- 
tionary but bankrupt “economics” that 
conquered the Western world in the last 
decades. It is a closely reasoned state- 
ment of scientific principles, of stirring 
generalizations about man and his wants 
and how, with certain ends in view, they 
may be fulfilled. For example, he shows 
how under the system of serfdom the 
meager rewards of the worker must be 
compensated by the whip and scourge 
of the overseer. The system can only 
work by coercion. Even the revulsion 
against flogging children in school is 
connected with its disappearance as an 
incentive to production. Similarly, ex- 
ploring the economics of the high tariff, 
he shows that while short-run gains are 
possible there can be no long-run gains 
when goods of the same quality can be 
produced more cheaply elsewhere. In the 
long run, neither producer nor worker 


nor consumer can benefit by this misuse 
of resources and energy. 

This is, then, a basic, systematic study 
of the manifold activities of human be- 
ings in search of food and shelter and 
the variety of goods they come to need; 
it is, in fact, a philosophy of economics 
based on a lifetime of original writing 
and research. As we have seen in the 
last decade, economic decisions in 
Europe and the United States have de- 
termined a host of malignant political 
consequences, and an understanding of 
economics can no longer be safely left 
to a handful of experts or to the ignor- 
ant. When the capacities and limitations 
of economics are ignored or misunder- 
stood, the result has been no less than 
misery and slavery for millions in an 
age that could have abundance with 
freedom and work. 
Yale University Press $10.00 
INDUSTRY IN LATIN AMERICA 
By George Wythe 
Columbia University Press $5.00 

Both economic and socipolitical aspects 
of the gradual industrialization of the 
twenty republics south of the United 
States have interested the author of this 
comprehensive account, which presents 
material not to be found elsewhere in 
English, nor in such complete form in 
Spanish. He has gathered together, coun- 
try by country, an immense amount of 
statistics and precise information, pre- 
senting a full factual summary of the 
extent and character of existing manu- 
facturing establishments, as well as an 
analysis of the forces leading to further 
development and the factors conditioning 
the expansion of industries. His purpose 
— to make an objective study of the 
trends and their significance—has been 
carefully conceived and well carried out, 
as an avalanche of praiseful reviews of 
the first edition testify. 

The new edition, while keeping the 
same general outline, carries complete 
revisions of the sections on individual 
countries, adding up-to-date material on 
new industries and on national economic 
policy developments. The material on 
Argentina, Brazil, and Mexico, in par- 
ticular, has been greatly expanded. 

Dr. Wythe is Chief of the American 
Republics Branch, Office of International 
Trade, U. S. Department of Commerce. 





Congress may or may not do. It 
seems plain enough that nothing 
helpful to investment speculative 
confidence is going to come out of 
this. Maybe nothing damaging 
will come out of it either, but that 


THE MAGAZINE OF 


is patently the more conjectural 
side of the matter. We see no 
basis for altering the conserva- 
tive, selective market policy 
heretofore recommended. 
—Friday, December 23. 


WALL STREET 
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- BOOST THE PLAN that boosts everybodys security! 


Everybody who invests in U. S. 
Savings Bonds gains security for 
himself—and contributes to the secur- 
ity of everybody else. When you pro- 
mote sales of Bonds through the 
Payroll Savings Plan in your com- 
pany, you promote not only the 
security of your employees but the 
security of your company... your 
own security. 


Sound like an idealistic econo- 


mist’s theory? The managements of 


more than 20,000 companies are 
proving it in practice. 


Employees who get Savings Bonds 


regularly through Payroll Savings 
are building a sizable fund for their 
future needs. (As you know, at ten 
years these bonds return $4 for $3.) 
Whenever each worker gazes at his 
accumulation of Bonds, he realizes 
he’s made a profit on his job. More- 
over, he’s aware he has a share in 
his country. He becomes increas- 
ingly resistant to any influences 
which might undermine our way 
of life. 

Because he feels more secure, he 
quite naturally is also steadier and 
more efficient in his work. 


The Bond program is a powerful 
force in leveling-off boom and bust 
peaks and valleys. Bond sales spread 
the national debt. What’s more, the 
billions of dollars in Bonds add up 
to a tremendous backlog of purchas- 
ing power—a boost for your future 
business. 

It’s easy to push Payroll Savings 
in your company with the help of 
your State Director, U. S. Treasury 
Department, Savings Bonds Divi- 
sion. Call him, or write the Savings 
Bonds Division, Treasury Departe 
ment, Washington, D. C. 


The Treasury Department acknowledges with appreciation the publication of this message by 


U. S. TREASURY 





This is an official U. S. Treasury advertisement prepared under the auspices of the Treasury Department and The Advertising Council, 























A First Step in Your Program for a 


PROFITABLE 1950 


RY this experiment! Imagine that all your securities were sold yesterday. To- 
day you have nothing but their cash value. 


Then ask yourself, “Should I repurchase my former holdings as offering the most 
outstanding prospects for safety, income, profit—or could all or part of my funds 
be used more profitably in the coming year? Should I invest my cash now?” 


Some investors who test their lists honestly find that they are holding securities for 
unsound reasons: (1) because they dislike to take losses even in weak issues; (2) 
because they like to see issues on their list which show a profit, even though the 
future has been discounted; (3) because they are sentimentally attached to inher- 
ited securities, or shares of a company for which they work; (4) because they feel 
that they might have difficulty in deciding upon a replacement; (5) because they 
are worried about taxes resulting from security changes; (6) procrastination. 


Today there is no need to hold unfavorable investments which will be slow to 
recover or may suffer further decline. Selected issues are available which offer a 
substantial income, a good degree of security and dynamic growth prospects if 
your purchases are strategically timed. Many are undervalued as measured by 
earning power, capital assets and 1950 potentialities. 


As a first step toward increasing your profit and income in 1950, we invite you to 
submit your security holdings for our preliminary analysis—entirely without 
obligation—if they are worth $20,000 or more. 


Our survey will point out less attractive holdings and those to keep only tempo- 
rarily. It will tell you how our personal supervision can assist you to strengthen 
your diversification, income and the enhancement possibilities of your account. 
We will evaluate your list and quote an exact annual fee for our service. 


Merely send us a list of your securities. Give the size of each commitment and 
your objectives. All information will be held in strict confidence. 


INVESTMENT MANAGEMENT SERVICE 


A division of THe Macazine or Wari Street. A Background of forty-two years of service 
90 BROAD STREET NEW YORK 4, N. Y. 























